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STUDY  OF  HOME  HEALTH  SERVICES  UNDER 
MEDICARE 


MONDAY,  SEPTEMBER  13,  1976 

House  of  Representatives, 
Subcommittee  on  Oversight, 

Subcommittee  on  Health, 
Committee  on  Ways  and  Means, 

Washington,  D.C. 

The  joint  subcommittees  met  at  10  a.m.,  pursuant  to  notice,  in 
the  committee  hearing  room,  Longworth  House  Office  Building,  Hon. 
Dan  Rostenkowski  (chairman  of  the  Health  Subcommittee)  presiding. 

Mr.  Rostenkowski.  The  committee  will  come  to  order. 

This  hearing  is  the  first  in  a  series  of  joint  hearings  by  the  Subcom- 
mittee on  Health  and  the  Subcommittee  on  Oversight  on  the  subject 
of  home  health  services  under  medicare. 

Today's  hearing  will  focus  on  obtaining  data  that  will  enable  the 
subcommittees  to  assess  recent  allegations  about  the  provision  of 
excessive  or  unnecessary  services,  the  billing  of  excessive  costs  to  the 
medicare  program,  and  the  existence  of  certain  questionable  competi- 
tive practices  of  some  home  health  providers. 

In  later  hearings,  we  will  accumulate  essential  data  on  tlie  need 
for  home  health  services  among  medicare  beneficiaries,  the  impact 
of  home  health  care  on  the  use  of  other  types  of  health  care  services, 
and  the  effects  of  existing  statutory  and  regulator}^  provisions  relating 
to  home  health  services  under  medicare. 

I  am  hopeful  that  the  information  we  acquire  through  these  hearings 
will  enable  us  to  judge  better  what  amendments  are  needed  in  the 
medicare  home  health  program. 

Paradoxically,  there  is  at  the  same  time  a  demand  for  expansion 
of  the  home  health  benefit  and  indications  of  need  for  definitive 
program  guidelines  and  controls  aimed  at  detection  and  ]uvvontion  of 
program  abuses. 

These  simultaneous  concerns  call  for  the  committee  to  lu-oceed 
judiciously,  basing  its  decisions  on  hard  data  on  costs,  suj^ply,  and 
demand,  which  up  to  this  time,  have  not  been  available. 

In  this  way,  we  will  be  assured  of  using  limited  program  rc.-oiuces 
so  as  to  provide  the  most  protection  for  beneficiaries. 

Our  first  witness  today  will  be  Mr.  John  Markin,  a  nunnber  of  tlie 
Oversight  Subcommittee  professional  staff. 

Mr.  Markin  is  on  a  1-year  detail  to  the  subconunittee  from  the 
General  Accounting  Office  where  he  has  had  previous  audit  experience 
in  the  health  area. 

He  will  help  explain  some  of  the  tables  we  have  in  the  room  today 
and  will  recount  his  experiences  to  date  in  researching  homt^  health 
service  charges  to  the  medicare  program. 
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While  staff  has  made  several  visits  to  the  field,  today's  hearing 
will  be  limited  to  a  description  of  questions  which  arise  simply  from 
studying  the  cost  reports  submitted  to  Social  Security  by  home 
health  agencies. 

After  Mr.  Markin's  report,  we  will  be  pleased  to  hear  from  the 
Social  Security  Administration  regarding  what  Social  Security  is 
doing  to  assure  the  accuracy  and  propriety  of  payments  being  made 
for  home  health  services  covered  by  medicare. 

Mr.  Vanik.  Mr.  Chairman,  I  share  your  hope  that  these  joint 
hearmgs  will  provide  your  subcommittee  with  the  hard  data  necessary 
to  evaluate  the  many  bills  pending  before  the  committee  on  the 
subject  of  home  health  care. 

I  believe  that  there  are  many  cases  in  which  home  health  care  can 
result  in  major  savings  to  the  medicare  program. 

There  may  be  many  other  cases  where  there  are  no  savings.  Before 
we  provide  for  the  unqualified  expansion  of  home  health  services, 
we  must  better  understand  the  success  and  failure  of  existing  programs 
and  I  hope  that  this  series  of  hearings  will  provide  that  understanding. 

Mr.  RosTENKOWSKi.  Thank  you,  Mr.  Vanik. 

If  you  will  identif}^  yourself,  Mr.  Markin,  you  may  proceed. 

STATEMENT  OF  JOHN  D.  MAKKIN,  STAFE  MEMBER,  OVERSIGHT 
SUBCOMMITTEE,  ON  DETAIL  PROM  THE  GENERAL  ACCOUNTING 
OFFICE 

Mr.  Markin.  Before  I  get  started  with  my  statement,  I  would 
like  to  thank  you  and  Mr.  Vanik  for  allowing  me  to  work  with  your 
subcommittees  on  this  assignment. 

As  you  are  aware,  I  am  on  a  1-year  detail  to  the  Oversight  Sub- 
committee from  the  General  Accounting  Office.  My  testimony  is 
given  this  morning  as  a  staff  member  of  the  subcommittee  and  does 
not  reflect  the  views  and  cannot  be  attributed  to  the  General  Ac- 
counting Office. 

I  would  also  like  to  thank  Mr.  Tierney,  of  the  Bureau  of  Health 
Insurance,  and  Mr.  Richard,  regional  representative  of  the  Bureau 
of  Health  Insurance — BHI — in  Atlanta,  for  their  cooperation  during 
the  subcommittees'  investigation. 

Now,  if  I  may,  I  will  read  my  statement. 

One  of  the  benefits  available  under  the  1965  Medicare  Act  is  home 
health  care,  which  is  part-time  skilled  health  care  prescribed  by  a 
physician  and  provided  in  the  beneficiary's  home. 

Medicare  can  pay  for  home  health  services  such  as  part-time 
nursing  care,  physical  therapy,  or  speech  therapy.  If  a  beneficiary 
needs  one  of  the  services  just  mentioned,  medicare  can  also  pay 
for  occupational  therap3^,  part-time  services  of  home  health  aides, 
medical  social  services,  and  medical  supplies  and  equipment. 

Parts  A  and  B  of  medicare  will  each  pay  for  as  many  as  100  home 
health  visits  if  certain  conditions  are  met. 

As  of  May  1976,  there  were  about  2,265  home  health  agencies  in 
the  United  States  certified  to  participate  in  medicare.  Most  of  these 
agencies  are  official  county  health  departments  and  visiting  nurse 
associations. 

But  as  each  day  goes  by,  more  and  more  proprietary  and  private 
nonprofit  home  health  agencies  enter  the  program,  as  I  will  discuss 
in  a  moment. 
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During  the  past  year,  the  subcommittees  began  to  receive  reports 
of  abuses  in  the  home  health  care  area.  The  reports  centered  around: 
One:  proprietary;  and  two:  private  nonprofit  home  health  agencies 
which  serve  mainly  medicare  patients. 

This  spring,  Senator  Chiles  held  a  hearing  on  the  abuses  in  Florichi, 
and  revealed  some  rather  spectacular  cases  of  overcharging,  over- 
utilization,  excessive  administrative  costs,  and  numerous  other 
abuses. 

I  began  my  study  in  May  and  was  asked  to : 

One:  Compare  the  cost  of  home  health  care  services  in  different 
areas  of  the  country; 

Two:  Determine  what  the  Department  of  Health,  Education,  and 
Welfare — HEW — and  the  intermediaries  were  doing  in  the  way  of 
monitoring  the  home  health  benefit;  and. 

Three:  Determine  whether  the  types  of  apparent  abuses  found  by 
Senator  Chiles  in  Florida  were,  as  many  asserted,  a  problem  limited 
to  Florida,  or  whether  there  were  problems  elsewhere. 

Today,  I  would  like  to  provide  documentation  of  findings  of: 

One:  An  explosive  growth  throughout  the  Nation  in  private,  non- 
profit, home  health  agencies — HHA's — which  generally  serve  only 
medicare  patients; 

Two :  Widely  varj^ing  costs ; 

Three:  Overutilization  of  services  which  are  paid  for  by  medicare 
almost  without  question ;  and 

Four:  Excessive  delays  and  failures  on  the  part  of  HEW  to  provide 
guidance  and  controls  on  the  growth  and  reunbursement  of  home 
health  services. 

One  of  the  witnesses  who  testified  at  Senator  Chiles'  hearings, 
which  I  mentioned  previously,  was  Douglass  Richard,  regional  repre- 
sentative, Bureau  of  Health  Insurance  in  Atlanta,  Ga. 

Mr.  Richard  is  here  with  us  this  morning  and  I  would  like  to  read 
a  few  statements  taken  from  information  given  to  Senator  Chiles  by 
Mr.  Richard  and  from  several  memorandums  prepared  by  Mr. 
Richard's  staff. 

These  statements  will  help  demonstrate  the  four  findings  I  have 
just  listed  and  which  we  believe  are  a  nationwide  phenomena.  In 
addition,  I  am  drawing  from  statements  made  by  Mr.  Richard  and 
his  staff  because  Atlanta  appears  to  be  the  only  regional  office  of  the 
Bureau  of  Health  Insurance  which  has  investigated  abuses  in  home 
health  care. 

First,  Mr.  Richard  testified  on  the  growth  of  home  health  agencies, 
saying  that: 

Over  the  past  few  years  there  has  been  a  rapid  increase  in  the  number  of 
Medicare-certified  HHA's  in  Florida.  At  the  end  of  1972  there  were  29  such 
agencies,  only  two  of  which  were  ''100  percent  medicare"  proprietary  HIIA's. 

The  most  current  figures  available  indicate  that  as  of  April  2.  1970,  there  were 
83  HHA's  in  Florida.  Of  these,  20  were  count}'  health  departments,  55  were  non- 
profit proprietary,  and  eight  were  visiting  nurses  associations.  Of  the  oa  non- 
profit HHA's,  almost  all  are  of  the  "100  percent  Medicare"  type  furnishing 
services  only  to  Medicare  beneficiaries. 

I  checked  with  the  Florida  State  licensing  agency  on  September  S, 
1976,  and  as  of  that  date  there  were  97 — a  growth  of  14  in  5  months — 
medicare-certified  HHA's  in  Florida.  Also,  of  the  97  agencies,  19  are 
located  in  the  Miami-Dade  County  area. 
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I  was  also  told  that  there  were  108  additional  HHA  applications 
awaiting  licensure  by  the  State.  Obviously,  the  growth  and  pressure 
for  growth  is  enormous. 

Of  course,  this  growth  could  be  in  response  to  increased  demand 
and  need.  But  Mr.  Richard's  testimony  on  questionable  costs  and 
utilization  raises  serious  doubts  about  the  wisdom  of  the  present 
rate  and  method  of  expansion: 

As  the  number  of  HHA's  has  increased,  so  have  the  amounts  being  paid  out. 
In  1969,  $1.7  million  was  paid  by  Medicare  for  home  health  care  in  Florida.  The 
average  cost  per  case  (or  patient)  was  $58.  In  1975,  almost  $23  million  was  paid 
out  in  Florida  and  the  average  cost  per  case  was  $226. 

Mr.  Richards  stated  that: 

The  reasonableness  of  administrative  expenses  claimed  by  "100  percent  Medi- 
care," HHA's  is  one  of  the  more  serious  issues  uncovered. 

For  example,  the  Atlanta  regional  office  found  three  members  of  a  family  oper- 
ating two  HHA's  and  claiming  salaries  from  both  facilities,  (including  deferred 
compensation  of  25  percent)  totaling  over  $118,000  per  year. 

Not  only  do  specific  salaries  vary,  but  also  the  number  of  major  administrative 
positions  (and  costs) ;  for  example,  one  HHA  has  five  key  positions  paid  a  total  of 
$136,533;  another  has  three  receiving  $86,631;  and  stiU  another  has  two  being 
paid  $57,200. 

Deferred  compensation  plans  also  varied  from  zero  to  25  percent  of  yearly 
salary.  This  compensation  and  "overhead"  does  not  always  seem  to  be  related 
to  relative  administrative  responsibihties. 

A  background  document  given  to  Senator  Chiles  included  the 
following  statements  on  home  health  agency  claims  processing: 

Based  on  BHI  reviews  of  four,  "100  percent  Medicare"  HHA's  from  11  percent 
to  50.3  percent  of  the  bills  might  have  been  denied. 

In  other  BHI  documents,  this  same  phrase  read  "should  not  have 
been  paid." 

This  far  exceeds  current  intermediary  denial  rates.  Most  of  the  services  ques- 
tioned were  of  the  skilled  nursing  and  home  health  aide  type. 

It  was  often  found  that,  while  some  services  were  necessary,  they  were  being 
furnished  more  frequently  than  needed.  The  necessity  for  aide  services  was  often 
not  documented. 

In  addition,  we  found  vagueness  in  the  "plans  of  care"  countersigned  by 
physicians,  so  that  the  agencies  might  control  their  own  utilization. 

Memorandums  prepared  by  BHI  Atlanta  staff  state  that: 

We  are  predicting  that  Blue  Cross  of  Florida,  Inc.,  may  pay  as  much  as  $25.0 
million  in  HHA  bills  in  1975.  Perhaps  one-half  of  this  should  not  be  paid. 

We  will  be  hard  put  to  explain  why  v/e  are  paying  out  all  this  money.  Inter- 
mediaries have  the  tools  to  handle  the  overutilization,  if  BHI  will  prod  them 
into  using  them.  But  on  the  reimbursement  side,  they  are  ineffective  without 
guidelines  to  back  up  adjustments  on  cost  reports. 

We  are  aware  of  the  need  for  certain  guidelines  and  agree  that  we  can  anticipate 
a  great  deal  of  difficulty  in  effecting  cost  settlements  and  collecting  overpayments. 

To  sum  up  these  statements  is  an  excerpt  from  the  October  17, 
1975,  minutes  of  the  Atlanta  Bureau  of  Health  Insurance  Ad  Hoc 
Committee  on  Home  Health  Agencies: 

We  have  two  problems:  One,  overutilization  is  running  about  fifty  percent  as 
a  group,  and  two,  an  HHA  can  get  about  anything  they  want  by  including  it  in 
their  cost  report.  We're  still  not  sure  how  much  we  are  being  ripped  off  on  the 
administrative  expense. 

Since  we  now  have  some  idea  of  what  the  home  health  problems 
are,  I  would  like  to  read  just  two  more  statements  to  show  the  posi- 
tions that  the  Social  Security  Administration  is  taking. 
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The  following  is  a  memorandum  dated  September  '40,  1975,  to 
Commissioner  Cardwell  from  Mr.  Thomas  Tierney: 

The  attached  memorandum  describes  the  situation  reported  by  our  regional 
representative  in  Atlanta.  There  are  indications,  however,  that  the  same  type  of 
thing  may  be  going  on  in  other  parts  of  the  country. 

These  outfits  allegedly  provide  services  for  only  Medicare  patients.  They 
actively  seek  out  those  patients  in  hospitals  and  nursing  homes  and  it  is  alleged 
that  some  kickbacks  and  other  conflicts  of  interest  may  be  involved. 

I  thought  we  should  alert  the  Office  of  the  Secretary  to  these  facts  before  it 
gets  too  far  out  on  a  limb  of  supporting  these  types  of  organizations,  particularly 
as  to  cost  reduction  alternatives. 

The  second  memorandum  is  dated  February  13,  1976;  it  was  sent 
by  Social  Security  Commissioner  Cardwell  to  Dr.  John  R.  Ottina, 
Assistant  Secretary  for  Administration  and  Management  in  HEW.  It 
stated  that: 

SSA  has  the  following  comments  on  the  Public  Health  Service  objectives  and 
the  draft  briefing  memorandum  to  the  Secretary: 
Objective  No. 3 — Home  Health  Care. 

Issue  No.  4 — the  Public  Health  Service  should  develop  a  home  health  care 
objective  v>-hich  includes  the  development  of  a  coordinated  departmental  strategj'. 
We  concur  in  the  recommendation;  nevertheless,  it  should  be  understood  that  the 
Departmental  policies  in  this  activity  could  be  adopted  by  the  Medicare  program 
only  to  the  extent  permitted  by  Medicare  law. 

In  that  regard,  it  is  inaccurate  to  state,  as  in  the  discussion  in  the  briefing 
memorandum  that  SSA  is  "the  major  opponent"  of  hberahzed  home  health  care 
policies. 

We  are  not  opposed  to  a  liberalized  approach;  however,  if  it  is  expected  that  the 
Medicare  program  adopt  them,  they  must  carry  out  the  intent  of  Congress  and 
be  in  conformity  with  the  Medicare  law. 

It  would  seem  important  that  the  constraints  of  that  law  be  recognized  by  aU 
components  of  the  Department  so  that  what  may  meet  conditions  of  home  health 
care  is  clearly  distinct  from  merely  home  care  to  be  covered  by  other  programs. 

Perhaps  more  important  is  our  continuing  concern  that  we  need  better  defini- 
tions and  better  "rules  of  the  road"  before  we  set  out  on  the  run  toward  more 
health  care  in  the  name  of  good. 

In  short  we  do  not  believe  that  the  Department  still  knows  enough  of  what 
this  is  all  about  to  go  much  further  or  much  faster. 

To  demonstrate  the  enormous  variations  in  cost  of  services  and 
utilization,  we  have  some  large  charts  here  describing  the  situation  in 
different  metropolitan  areas. 

As  we  go  through  these  charts,  several  thmgs  will  stand  out: 

First,  we  are  dealing  with  more  than  just  a  Florida  problem. 

Second,  there  is  a  group  of  HHA's,  the  so-called  traditional  vi-iting 
nurse  associations,  which  are  consistently  the  lowest  cost  operations. 

I  have  used  them  as  a  sort  of  benchmark,  although  we  are  not 
endorsing  all  of  thek  operations  and  some  of  them  we  know  could 
be  more  efficient. 

Some  people  \vill  argue  that  the  cost  per  visit  of  a  visiting  nurse 
association  home  health  agency  is  not  comparable  to  the  cost  of  another 
agency  that  does  not  receive  United  Wa^^  or  chanty  moneys. 

I  say  that  statement  is  not  valid,  because  the  United  Way  moneys 
received  by  visiting  nurse  association  agencies  appear  to  be  used  to 
help  pay  the  cost  of  rendering  care  to  patients  that  cannot  afford  to 
pay  their  own  medical  needs  and  these  moneys  are  not  used  to  sub- 
sidize the  cost  of  rendering  care  to  medicare  patients. 

In  any  event,  the  point  is  not  who  is  the  least  exj)ensive  or  the 
most  efficient,  the  point  is  that  these  widely  varying  costs  and  visits 
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per  patient  have  been  generally  allowed  without  question  by  the 
intermediaries  and  BHI. 

We  have  avoided  listing  the  specific  names  of  these  individual 
HHA's,  because  we  do  not  want  to  get  bogged  down  in  minor,  dis- 
tracting debates  over  whether  agency  A  serves  3  square  miles  more 
than  agency  B  or  serves  more  terminally  ill  patients,  et  cetera. 

Again,  the  point  is  that  these  charges  and  visits  are  being  paid  for 
without  adequate  controls  or  questions  being  asked. 

[A  table  follows:] 

FLORIDA  1 


Cost  per  Visits  per  Cost  per  Total 


Agency  visit  patient  patient  reimbursements 


VNA-(A)     $9.94  4.62  $49.05  $65,819 

VNA-(B)   13.72  7.86  107.86  265,654 

A   24.30  7.22  175.40  1,256,148 

B     35.20  15.32  539.30  213,039 


1  9  mo  data  (January  to  September)  . 

Source:  Blue  Cross  of  Florida  program  utilization  study. 

Mr.  Markin.  Our  first  chart  is  on  Florida  and  it  differs  a  little  from 
the  rest  that  we  are  going  to  see.  This  one  was  prepared  b}^  the  Florida 
Blue  Cross  plan. 

It  includes  9  months  of  data — January  through  September,  1975. 

It  was  taken  from  the  Florida  Blue  Cross  claims  disposition  report, 
which  I  would  assume  is  based  on  their  paid  HHA  claims. 

Blue  Cross  took  the  six  largest  visiting  nurse  associations  in  the 
State  of  Florida,  and  by  largest  I  mean  the  most  active  and  with  the 
highest  number  of  visits  and  dollars  reimbursed  and  they  took  the  top 
18  private  nonprofits  and  ranked  them. 

What  we  have  here  is  the  high  and  low  of  the  VNAs  and  the  high 
and  low  of  the  18  private  nonprofits  ranked  by  Florida  Blue  Cross. 

The  most  significant  columns  on  the  charts  are  the  visits  per  patient, 
costs  per  patient,  and  the  cost  per  visit.  We  showed  the  total  reim- 
bursements to  the  agency  during  the  cost  reporting  period  to  give  you 
some  feel  for  the  kind  of  money  we  are  talking  about  and  it  varies 
depending  on  how  man}^  medicare  beneficiaries  each  agency  served 
and  the  total  number  of  visits  rendered. 

It  is  interesting  to  note  that  the  highest  cost  agency  of  the  six 
VNA's — and  these  are  the  most  active  in  the  State — is  still  lower  than 
the  lowest  cost — and  we  are  talking  about  cost  per  patient — private 
nonprofit  agenc^^^,  the  "100  percenters." 

Mr.  Vanik.  Does  the  VNA  get  subsidized?  Isn't  some  of  this  cost 
represented  by  their  subsidized  contributions  or  is  this  something  that 
is  netted  out  at  actual  cost  because  VNA  has  a  lot  of  charitable  support. 

When  they  give  3^ou  these  figures,  are  they  net  of  the  charitable 
contribution  or  are  they  included? 

Mr.  Markin.  These  figures  do  not  take  into  consideration  what  the 
VNA  receives  in  the  way  of  United  Way  moneys. 

The  charts  show  the  cost  that  is  attributable  to  the  medicare  pro- 
gram, what  it  costs  per  visit,  what  medicare  ends  up  paying  for  the 
VNAs'  services  or  the  private  nonprofits'  services. 

Mr.  Vanik.  We  can't  break  that  down  as  to  whether  or  not  there  is 
any  contribution  of  the  charity  in  the  support. 
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I  understand  this  is  a  full  billing-  without  subsidy? 

Mr.  Markin.  That  is  right.  The  VNA's  do  receive  United  Way 
moneys  and  contributions  ifrom  the  Community  Cliest,  })ut  those 
moneys  are  supposed  to  be  going  toward  paying  for  and  suljsidizing  the 
people  in  the  community  who  cannot  afford  to  pay  full  costs,  because 
most  VNA's  have  a  sliding  cost  per  visit  for  ])eople  who  cannot  i)ay  the 
entire  cost  of  the  care  they  receive. 

Like  I  said,  that  chart  was  taken  from  information  whicli  wn-  pi  e- 
pared  by  the  Florida  Blue  Cross  plan. 

Our  next  chart  and  the  remainder  of  these  charts  were  taken  from 
the  cost  reports  that  have  to  be  fded  by  each  agency  at  the  end  of  each 
fiscal  year  telling  how  many  medicare  patients  they  served  and  how 
much  money  in  total  they  received  and  expect  to  receive  from  medi- 
care. 

This,  again,  is  just  for  the  services  rendered  to  medicare  patients. 
[A  table  follows:] 

CHICAGO,  ILL 


Total 


Agency  Cost  per  visit  Visits  per  patient  Costs  per  patient  reimbursements 


VNA   $21.85  12.07  $263.60  $1,244,456 

A   39.22  18.15  711.90  46,986 

B   30.91  35.54  1,098.61  1,075,543 

C  .  .    29.00  48.43  1,416.50  1,018,470 

D    32.05  49.23  1,577.82  500,169 


Source:  Home  Health  Agency  statements  of  reimbursable  costs;  form  SSA-1728  (7-67). 

Mr.  Markin.  As  you  can  see,  the  VNA  costs  per  patient  is  S263 
and  it  ranges  up  to  $1,577.82  of  the  highest  nonprofit  proprietary  that 
we  have  listed  on  the  chart. 

The  data  on  these  charts  is  taken  from  the  agencies'  cost  reports — 
we  tried  to  get  as  comparable  fiscal  years  as  possible.  Each  one  of  these 
agencies  may  have  the  same  fiscal  3"ear  or  it  mny  be  oft"  by  6  months 
or  so. 

What  we  are  talking  about  is  that  a  home  health  agency  can  set 
its  own  fiscal  year.  Just  to  take  an  example,  the  VNA  of  Chicago 
fiscal  year  is  July  1,  1974,  to  June  30,  1975. 

The  '^A"  agency  is  July  1,  1974,  to  June  30,  1975.  The  ''B"  agency 
is  October  1974,  to  September  31,  1975;  and  the  ''D"  agency,  Febru- 
ary 1,  1975,  to  January  31,  1976. 

We  included  the  "D"  agency  because  we  did  not  have  n  i)rior  cost 
report  and  we  don't  think  it  is  realty  unfair  to  show  what  the  costs 
can  range  per  patient. 

We  tried  to  make  the  charts  as  comi)arable  as  possil)le  b}  u>ing 
similar  fiscal  years  but  is  it  a  problem  and  T  know  that  Bill  lias  Inid 
trouble  trying  to  analvze  the  differences  in  HHA's  costs.  I  can  remem- 
ber one  statement  I  read  that  Mr.  Richard  gave  Senator  Chiles  in 
which  Mr.  Richard  stated  that — 

There  are  at  least  four  different  accounting  methods  that  each  agency  can  use, 
and  each  hne  item  of  the  cost  report  may  not  be  broken  out  by  individual  agencies, 
plus  the  fact  of  the  difference  in  the  varjing  fiscal  years  makes  it  hard  for 
comparison. 

But  we  tried  to  give  it  as  good  a  shot  as  we  could.  This,  of  roui-o. 
leads  to  the  question,  Why  is  one  agency's  costs  so  much  hiirher  than 
another? 
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I  think  we  will  find  out  from  talking  with  Mr.  Richard  later  on 
that  there  are  enormous  variations  in  pension  plans,  travel  costs, 
automobile  expenses,  rent,  costs  for  legal  and  accounting  services  for 
processing  HHA  claims  or  bills. 

To  take  one  example  relating  to  the  Chicago  chart,  the  ''B"  agency 
has  $23,569  worth  of  automobiles,  plus  the  agency  paid  its  nursing 
staff  $41,000  in  automobile  mileage  allowances. 

These  transportation  charges  will  vary  significantly  from  agency 
to  agency. 

Normally,  the  private  nonprofits  will  have  a  much  higher  cost  for 
their  travel  and  for  their  automobile  expenses  as  will  a  VNA. 

Many  times  a  VNA  will  have  one  or  two  automobiles  and  sometimes 
none  at  all.  We  even  have  one  cost  report  from  a  VNA  down  in 
Plorida  that  is  still  having  its  nurses  use  the  bus  as  frequently  as 
possible. 

They  are  paying  some  of  their  nurses'  mileage  charges,  but  they  do 
utilize  the  bus  system. 

What  we  are  trying  to  show  here  b}^  all  of  these  charts  is  the  various 
differences  in  the  cost  per  patient,  and  the  extreme  differences  in  the 
number  of  visits  per  patient. 

If  you  will  remember  as  1  v/as  going  through  those  statements 
earlier,  in  the  reviews  that  have  been  done  by  the  Atlanta  BHI  office, 
they  have  found  from  11.4  percent  to  50.3  percent  overutilization  of 
services  in  those  agencies  they  have  looked  at,  and  overutilization  of 
medically  unnecessary  services. 

[A  table  follows:] 


CLEVELAND,  OHIO 

Cost  per  Visits  per  Costs  per  Total 

Agency                                                    visit  patient  patient  reimbursements 

VNA                                                               $17.24  17.13  $295.25  $674,647 

A                                                                    28.88  32.55  940.24  314,982 

PHILADELPHIA,  PA. 

A                                                                   $22.83  10.43  $238.16  $1,053,128 

B                                                                    18.81  37.58  706.88  435,441 


Source:  Home  Health  Agency  statements  of  reimbursable  costs;  form  SSA-1728  (7-67)^ 

Mr.  Markin.  This  next  chart  is  of  Cleveland  HHA's.  I  might 
mention  that  we  selected  HHA's  from  Cleveland  and  Chicago  because 
Chairman  Vanik  is  from  Cleveland  and  Chairman  Rostenkowski  is 
from  Chicago,  and  we  knew  they  would  be  particularly  interested  in 
those  areas.  The  other  agencies  were  selected  at  random  from  various 
lists  of  HHA's  that  I  obtained  from  BHI  central  and  regional  offices. 

When  I  first  started  out  I  picked  agencies  by  name.  I  tried  to 
include  a  VNA  in  each  location  I  selected.  Where  I  didn't  know 
anything  about  the  agency,  I  just  picked  them  by  name.  I  probably 
obtained  at  least  a  total  of  50  different  HHA  cost  reports. 
^Much  further  down  the  road  there  was  one  chain  of  agencies  that 
appeared  to  overutilize  visits  so  I  requested  some  additional  cost 
reports  of  agencies  affiliated  with  this  chain. 

In  the  Cleveland  chart  3^ou  will  see  two  agencies,  the  local  Cleveland 
VNA  providing  a  little  over  17  visits  per  patient  and  the  other  Cleve- 
land agency  providing  over  32  visits  per  patient. 
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The  cost  per  patient  is  also  quite  extreme,  as  you  can  see. 

One  thing  that  we  came  across  when  we  were  looking  at  1  liese  various 
cost  reports  and  requesting  other  information  from  tin;  regional 
offices  is  that  I  checked  through  a  couple  of  the  program  integrity 
files  which  are  developed  by  the  fraud  and  abuse  investigative  arm 
of  the  Bureau  of  Health  Insurance. 

I  asked  for  the  seven  closed  fraud  or  abuse  cases  regarding  lIHA's 
that  have  been  investigated  in  the  Chicago  BHI  regional  office. 

One  interesting  agency  here  that  they  had  looked  at  was  agency 
''A"  shown  on  the  Cleveland  chart. 

I  would  like  to  read  just  briefly  from  a  memorandum  from  a  Blue 
Cross  plan  employee  in  Chicago  to  a  person  in  the  program  integrity 
unit  in  Chicago  BHI. 

The  memorandum  lists  in  part,  the  offices  of  this  Cleveland  agency 
and  a  brief  summary  of  their  financial  interests — I  have  changed  the 
names  of  these  people  so  they  can't  be  identified. 

Miss  Black  is  the  executive  director.  She  is  on  a  salary.  Mr.  Green  is 
the  vice  president.  He  owns  a  drugstore  that  sells  equipment  and  drug 
supplies  to  the  provider.  Mr.  White  is  the  treasurer  of  this  home 
health  agency.  He  is  also  salaried  and  also  a  principal  partner  in  a  CPA 
firm  which  bills  the  provider  for  accounting  services. 

Mr.  Red  is  the  secretary  of  the  HHA  and  a  partner  in  a  legal  firm 
that  bills  the  HHA  for  legal  services.  One  of  the  things  BHI  found  in 
looking  at  the  fiscal  year  ended  June  30,  1974,  cost  report  for  this 
agency  was  office  furniture  for  a  little  over  $2,700  which  was  purchased 
from  Miss  Black,  the  executive  director  of  the  agency. 

Among  the  furniture  was  a  sofa  which  the  home  health  agency 
purchased  from  Miss  Black  at  a  cost  of  $350.  The  home  health  agency 
pays  Miss  Black  $100  a  month  for  her  use  of  the  apartment  office. 
Numerous  personal  expense  items  such  as  home  telephone,  gasoline, 
auto  repairs  are  reimbursed  by  the  provider  to  Miss  Black. 

That  is  just  one  example  of  the  few  times  that  a  home  health  agency 
has  been  looked  into.  I  would  have  to  sa}^  of  the  few  cases  that  I  have 
looked  at,  there  have  been  many  questionable  items  that  are  found 
once  somebody  looks  into  these  HHA's. 

I  am  sure  if  we  ask  Mr.  Richard  later  what  the  Atlanta  BHI  office 
has  uncovered  since  he  spoke  with  Senator  Chiles  in  Florida,  I  think  it 
will  be  very  interesting  as  to  what  the}^  found. 

Mr.  Vanik.  What  did  HEW  do  with  that  information? 

Mr.  Markin.  On  this  particular  Cleveland  investigation  that  they 
had  going?  Miss  Black  who  was  the  administrator,  executive  director, 
happened  to  die  in  the  interim  so  they  dropped  the  case. 

I  think  it  is  kind  of  ironic  that  Miss  Black  was  just  a  salaried  em- 
ployee, the  one  who  acts  as  administrator  of  the  agency,  but  the  people 
who  own  and  operate  the  agency  are  still  the  same  people  but  this  case 
was  closed  for  the  reason  mentioned. 

Mr.  Vanik.  They  stiU  have  their  business  interest  in  anrillary 
things? 

Mr.  Markin.  So  far  as  we  know. 

While  we  are  on  the  subject  of  some  questionable  things  that  are 
going  on  in  the  agencies,  I  have  another  memo  here  and  this  one  con- 
cerns an  agency  in  Memphis,  Tenn. 

This,  again,  shows  what  was  done  by  the  regional  office  people  in 
regard  to  this  particular  agency. 
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I  again  will  read  from  a  BHI  Atlanta  memorandum : 

We  have  completed  a  review  of  the  data  on  XYZ  home  health  agency  in 
Memphis  and  we  recommend  you  make  a  final  settlement  on  the  1974  cost  report. 

We  do  not  mean  to  imply  that  we  find  no  problems.  Far  from  it.  We  considered 
the  possibility  of  a  fraud  investigation  but  decided  against  it  as  we  do  not  feel  we 
would  have  sufficient  facts  to  substantiate  a  successful  prosecution. 

My  question  is:  How  can  they  determine  that  the  facts  aren't 
sufficient  without  going  in  and  digging  a  little? 
Also,  the  memorandum  stated: 

If  this  agency's  cost  per  visit  continues  at  such  a  high  rate,  we  will  need  to  con- 
sider the  rates  of  comparable  facilities  in  making  settlement  on  the  next  cost 
report. 

I  say  why  wait  for  the  next  cost  report.  Why  isn't  BHI  making 
comparisons  now,  on  the  basis  of  the  other  agencies?  This  Memphis 
agency  has  been  in  existence  since  1971. 

The  way  medicare  pays  an  agency  is  on  the  basis  of  reasonable  cost, 
and  here  they  say  they  will  need  to  consider  the  rates  in  the  future. 

I  have  another  example  of  this  sort  of  checking  into  a  home  health 
agency.  This  example  was  discussed  in  a  trip  report  by  an  accountant 
who  handles  providers  or  home  health  agencies  in  California. 

This  particular  accountant  works  for  the  Bureau  of  Health  Insur- 
ance and,  in  particular,  the  Division  of  Direct  Reimbursement  in 
Baltimore,  which  also  acts  as  a  fiscal  intermediary  just  as  Blue  Cross 
of  Florida  does. 

This  is  what  he  found : 

This  agency  was  certified  May  28,  1975,  effective  April  18,  1975.  It  is  a  non- 
profit corporation,  which  is  managed  by  a  management  company. 

The  agreement  between  the  management  company  and  the  provider  states  that 
compensation  will  be  the  management  company's  costs  plus  ten  percent  (profit) 
of  costs. 

Both  the  management  company  and  the  provider  are  located  in  the  same  build- 
ing. The  management  company  leases  the  premises  and  then  subleases  1,350 
square  feet  at  over  $1,000  per  month. 

All  costs  from  the  management  company  were  being  filtered  down  to  the  pro- 
vider— which  ultimately  gets  reimbursed  by  medicare. 

These  costs  included  paj^ments  of  expensive  automobiles,  etc.  During  a  review 
of  the  provider's  costs  for  the  period  January  15,  1976,  to  May  31,  1976,  with  the 
providers  CPA,  it  was  noted  that  the  provider  incurred  $49,479  in  management 
fees.  The  CPA  supphed  a  statement  which  gave  a  breakdown  of  the  management 
fees  in  very  general  terms.  That  is,  meetings  with  data  processing  firms,  account- 
ants, lawyers.  The  CPA  was  told  by  this  accountant  that  they  (the  division  of 
direct  reimbursement  in  Baltimore)  would  disaUow  all  these  management  costs. 

I  can  tell  you  now  that  the  HHA  will  appeal  the  disallowance  of 
management  costs  and  because  there  are  no  formal,  written  policies  on 
how  BHI  determines  the  acceptability  of  management  service  fees,  the 
HHA  is  going  to  get  its  money. 

I  will  say  the  BHI  accountant  in  this  situation  was  ''on  the  ball" 
and  knows  what  is  going  on  in  this  agency. 

It  was  also  established  that  that  provider's  CPA  is  also  the  CPA  for  the  manage- 
ment firms.  When  the  CPA  was  asked  if  he  felt  there  might  be  a  possible  conflict  of 
interest,  he  stated  there  was  no  conflict  of  interest. 

I  later  found  out,  a  week  later,  they  switched  CPA's. 

In  summary,  this  accountant  wrote,  ''This  provider  has  hired  the 
legal  and  accounting  staff  to  play  the  game.  We  will  have  to  watch 
them^  very  closely  both  in  the  coverage  and  in  the  financial  area." 
This  is  where  BHI  and  the  intermediaries  need  some  guidelines. 
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As  you  can  see,  Philadelphia  is  also  experiencing  the  same  things — 
extremes  in  visits  per  patient  and  the  costs  per  patient. 
[A  table  follows :] 


AUSTIN,  TEX. 

Cost  per  Visits  per  Costs  per  Total 

Agency                                                   visit  patient  patient  reimbursements 

A                                                                   $14.46  12.23  $176.95  $11,856 

B                                                                      25.41  19.42  493.68  148,105 

INDIANAPOLIS,  IND. 

VNA                                                                  $11.59  13.58  $157.77  $63,583 

A..."                                                                20.35  17.  18  349.59  212,550 


Source:  Home  Health  Agency  statements  of  reimburseable  costs;  form  SSA-1728  (7-67). 

Mr.  Markin.  Here  we  have  Austin,  Tex.,  and  Indianapolis.  They 
also  show  the  various  amounts  of  visits  per  patient  and  charges  per 
patient  and,  of  course,  the  cost  per  visit.  However,  cost  per  visit  can  be 
misleading  because  a  100  percent  Medicare  private  nonprofit  or  pro- 
prietary^ has  an  incentive  to  provide  as  many  visits  per  patient  as 
possible.  That  brings  the  HHA's  costs  per  visit  down  which  makes  the 
HHA  look  ver}^  good  as  far  as  cost  per  visit  is  concerned,  so  you  can't 
always  go  on  the  cost  per  visit  basis. 

I  would  also  like  to  point  out  that  we  are  not  onl}^  talking  about  100 
percent  private  nonprofits  in  comparison  with  the  VNA's.  There  are 
also  chains  of  proprietary  agencies  operating  in  the  country  right  now 
that  also  have  the  high  number  of  visits  per  patient  and  costs  per 
patient.  But  right  now  I  believe  there  are  only  16  or  17  States  that  will 
license  proprietaries. 

Another  area  that  we  have  some  information  on  and  these  are  just  a 
few  that  we  selected.  Like  I  said  before,  we  must  have  at  least  50  cost 
reports  which  we  can  draw  comparisons  from.  We  have  HHA  cost 
reports  from  California,  Texas,  Louisiana,  Ohio,  Indiana,  lUmois, 
Pennsylvania,  and  numerous  other  States. 

Here  is  an  example  of  three  agencies  that  Blue  Cross  of  ISIempliis 
compared.  I  am  reading  from  a  schedule  that  I  got  from  the  BHI 
Atlanta  oflace.  The  schedule  was  prepared  and  given  to  them  by  the 
Memphis  Blue  Cross  plan.  .  . 

The  schedule  compares  cost  per  visit  of  three  Memphis  HHA  s  m 
1974.  The  first  one  we  ^vill  call  Agency  ABC.  Their  cost  per  skilled 
nursing  visit  was  $41.50.  The  Memphis  VNA  was  $16.98  and  the 
countryhealthdepartment  was  $14.26. 

The  cost  for  a  home  health  aid  visit  was  $33.91  for  the  ABC  Agenc}'; 
$6.31  for  the  VNA;  and  the  county  health  department  was  $10.S9. 

That  was  for  1974.  They  also  had  it  broken  down  from  1971  through 
1974.  Sometimes  one  will  get  the  explanation  from  BHI  of  why  one 
agency's  costs  are  so  high  and  they  will  say,  ''Well,  that  is  because  this 
agency  is  just  getting  into  busuiess,  then  overhead  is  high,  the  agency 
doesn't  have  enough  patients  yet  and  the  number  of  visits  are  low. 

This  particular  Memphis  HHA  has  been  m  business  since  ^1971. 
Their  costs  in  1971  for  skilled  nursing  were  $66.80;  1972,  it  was  $38.46; 
1973,  it  was  $46.42 ;  and  in  1974,  it  was  $41.50. 
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That  wraps  up  our  comparison  of  selected  HHA  costs  and  number 
of  visits.  I  believe  we  now  have  a  prospectus  to  discuss  and  I  believe 
all  the  members  have  a  copy  before  them. 

[The  material  mentioned  follows :] 

Portions  of  a  Prospectus  for  a  Home  Health  Agency  Franchise  Operation 

background  expertise  of  principal  organizers 

  Organizer  principally  is    57,  founder  and  former  Board 

Chairman  of    founded  1960,  sold  to    Corporation  October,  1968, 

left  in  June  1973. 

 Corporation  holding  company,  is  engaged  in,  and  wants  to 

concentrate  on,  selective  services  sectors  of  the  Health  Care  Field,  in  the  belief 
that  this  industry,  now  a  one  hundred  bilhon  dollar  industry,  and  8%  of  our 
GNP,  (estimated  to  grow  12%  of  GNP  by  1980)  is  a  depression-proof  industry, 
as  a  result  of  present  governmental  agencies  (Medicare,  Medicaid),  together  with 
upcoming  legislation  in  July  1975,  which  will  serve  to  broaden  the  base  of  medical 
expenditures  and  mandatory  health  care. 

It  is  the  conviction  of  and  therefore,  that  this  specialized  sector 

of  home  health  care  service  to  MEDICARE  recipients  is  in  an  area  that  (a)  has 
the  need,  (b)  not  sufficient  capability  of  deliverance,  which  results  in  this  unique 
opportunity. 

This  field  fits  and  his  organization,  in  terms  of  marketing  and  manage- 
ment skills,  from  the  business  point  of  view,  and,  in  addition,  there  is  sufficient 
medical/professional  capabilities  available,  to  take  advantage  of  what  we  believe 
to  be  a  unique  and  unusual  opportunity. 

In  addition  to    a  ten  year  associate  of    first  in    as 

Vice  President  Finance,  and  subsequently  as  an  officer  and  shareholder  in  

since  1973. 

INTRODUCTION  TO  MEDICARE  HOME  HEALTH  SERVICES 

In  1973,  a  former  employee  of  in  bought  the  first  agency  of  the 

only  other  company  in  this  field,  of  consulting  with/an d/or  licensing  home  health 
care  agencies  of  specialization  in  the  MEDICARE  area. 

Subsequently,  this  individual  informed  that  his  parent  company  was  iU 

managed,  owned  by  a  medical  doctor,  and  making  progress  in  this  expansive  field 
at  a  snail's  pace  as  a  result  of  (1)  poor  management,  (2)  lack  of  funds,  (3)  not 
being  operated  as  a  business,  in  a  serious  fashion,  but  rather,  in  a  hap-hazard 
manner,  and,  on  a  part  time  basis  by  the  controlling  shareholder  and  founder,  a 
full  time  and  successful  physician. 

 entered  into  discussions  with  the  doctor,  and  made  a  proposal  to  acquire 

80%  control  of  such  competitive  company,  and,  in  the  course  of  the  negotiations, 
thousands  of  man-hours  of  investigation,  analysis  and  research,  were  invested. 

Recently,  negotiations  with  this  company  were  terminated,  as  a  result  of  the 
doctor's  change  of  mind,  and  feeling  that  he  wanted  to  maintain  control. 

Thus  as  a  result  of  the  many  months  of  study  and  analysis  and  

together  with   have  made  professional  studies  of  the  potential,  and  the 

make-up  of  this  service  in  totality. 

Additionally,  through  professionals  in  the  health  care  field,  we  have  acquired 
the  knowledge,  and  have  access  to  needed  skills  and  directions  in  order  to  organize 
 and  to  expand  it. 

ORGANIZATION  BUSINESS  AND  MEDICAL 

Organizationally,  we  plan  to  have  a  medical  advisory  board,  consisting  of 
gerontologists,  physiatrists,  and  other  qualified  medical  doctors  who  are  knowl- 
edgeable in  the  general  care  of  the  aged,  together  with  home  health  care  needs. 

Thus,  from  a  marketing/management/financial  point  of  view,  we  have  the 
needed  skills  and  experience;  we  shall  be  equipped  from  the  medical  side  with 
proper  consultants,  combined  with  a  consultant  already  in  the  field  of  home 
health  care  service  to  MEDICARE  recipients. 

MEDI-PATIENT  SERVICES  AND  INCOME 

  essentially,  becomes  the  headquarters,  totally  organized,  from  a 

business  end,  and,  the  health  care  delivery  side  to  put  the  local  agency  into 
operations,  and  serves  as  the  guiding  and  organizing  hand  (much  as  a  franchisor 
does,  with  a  franchisee) . 
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Our  plan  is  to  begin  with  one  "captive"  agency,  (though  not  connected  in 

any  corporate  manner  with  which  will  be  used  as  our  pilot,  here  in  Chicago 

This  first  agency  will  be  headed  by  ,  who  has  intimate  working  knowl- 
edge of  the  Home  Health  Agency,  both  from  the  business  side,  combined  with 
consultant's  assistance,  with  whom  we  have  been  in  thorough  discussions. 

  once  organized,  first  task  is  to  market  agencies  to  individual 

owners;  to  establish  them  in  their  community,  and  guide  them. 

 ■ —  has  fundamentally,  three  types  of  income:  One,  the  original  con- 
sultants fee  of  $15,000  for  the  organization  and  assistance  to  the  local  home  health 
agency.  This  is  a  one-time,  non-recurring  income.  This  fee  encompasses  all 
functions,  from  assisting  the  agency  owner  in  obtaining  a  tax  exempt  corporation 
through  IRS:  giving  agency  a  table  of  organization;  surveying  the  individual 
market;  obtaining  a  provider  number,  (so  they  qualify  for  re-imburscments), 
working  with  the  Blue  Cross  Intermediary,  etc. 

It  should  be  noted  that  this  $15,000  fee  is  re-imbursable  to  the  agency  over  a 
5-year  period. 

REPETITIVE  INCOME 

Will  enter  into  a  contract  with  each  agency,  to  perform  the  function  of  producing 
a  bill  per  patient  per  month,  combined  with  needed  monthly  reports,  regarding 
patient  statistics,  care  provided,  etc.  This  function  is  performed  by  specialized 
software,  already  available  to  us,  and  fully  developed.  Through  automation,  such 
bills  and  reports  can  be  produced  cheaper,  than  each  agency  doing  it  themselves 
manually,  and  the  cost  of  development  of  such  software  is  prohibitive  to  any  one 
independent  agency. 

Such  fees  will  be  $1.50  per  patient  visit,  for  bills  and  all  needed  reports.  Such 
fees  are  similiarly  reimbursable  to  the  agency  as  a  normal  and  reasonable  cost. 

As  the  agency  grows,  our  repetitive  income  grows  with  it. 

The  second  source  of  repetitive  income  is  the  on-going  consultants  fees,  again 
reimbursable  by  MEDICARE,  through  Blue  Cross. 

Such  fees  will  be  based  on  an  annualized  amount,  beginning  with  $12,000  per 
annum,  rising  to  $15,000  per  annum.  Such  consultant  fees  are  similarly,  re- 
imburable  to  the  agencj^  as  part  of  their  cost. 

These  consulting  services  consist  of:  Nursing  Consultation,  fiscal,  operational, 
and  consultation  with  the  Intermediary  (usually  Blue  Cross),  plus  promotional. 
Additionally,  to  keep  agencies  posted  on  changes,  procedures  (medically  and  ad- 
ministratively) .  It  is  a  matter  of  both  precedent  and  law,  that  such  fees  are  accept- 
able, and  totally  re-imbursable  to  the  agency,  for  the  services  described  above. 

It  should  be  noted,  that,  once  an  agency  develops  a  patient  role  the  total  average 
cost  per  patient  visit  is  between  $30-$32  per  patient  visit,  in  a  large  metropolitan 
area,  incluing  all  costs,  beginning  with  rent,  staff,  fees,  including  interest. 

(The  accompanying  composite  growth  charts  display  an  agency's  typical  growth 
based  from  beginning,  to  quarterly  and  yearly  visits.) 

Thus,  fundamentally,  will  have  two  types  of  repetitive  income,  keyed  to  growth 
commensurate  with  individual  and  collective  agency  growth,  plus  the  one-time 
non-recurring  opening  fee. 

COMPOSITE  OF  TYPICAL  METRO  AREA  AGENCY  GROWTH  AND  INCOME 

Experienced  analysis  from  several  competitive  agencies  produce  the  following 
growth  factors,  in  relation  to  time: 

(a)  From  the  beginning  of  operations  (an  average  of  from  4-6  months  after 
contract  is  signed),  and  based  on  its  first  six  months  of  operations,  in  serving  pa- 
tients, an  average  agency  will  make  an  average  of  2,500  visits. 

Thus,  on  average,  (including  the  $15,000  opening  fee),  from  time  of  sale,  through 
the  first  year,  will  enjoy  the  following  income: 


Opening  fee  $15,000  (less  commissions)  $10,  500 

Profit  on  billing   3,  750 

1-year  consulting  fee   12,  000 


Total  average  revenue  per  agency,  1st  year   26,  250 

During  the  second  full  year  of  the  agency,  the  average  will  be : 

12,750  visits:  revenue  from  billing   $19,  125 

Consultancy  visits   lij.  000 


Estimated  gross  revenue,  2d  year   3-1,  125 


Note. — Analysis  and  data  found  elsewhere  in  presentation. 
78-420—76  3 
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WHAT  IS  PROFILE  OF  POTENTIAL  BUYERS  OF  AGENCIES? 

As  indicated  previously,  the  local  home  health  agency,  is  a  not  for  profit  (or  a 
non-loss)  corporation.  This  is  to  accommodate  the  MEDICARE  regulations,  call- 
ing for  complete  re-imbursement  of  all  costs. 

Thus,  the  question  arises:  who  wants  to  buy,  and  finance,  a  business  in  which 
there  is  no  profit  potential? 

(a)  In  many  cases  (as  research  has  shown  us),  it  is  an  excellent  husband- wife 
activity.  The  husband  is  usually  the  Executive  Director,  and  the  wife  is  often- 
times the  ofHce  manager,  and/or  has  a  clerical  job,  included  in  the  table  of  organi- 
zation. Thus,  one  of  the  attractions  is  in  effect,  a  secure,  on-going  assured  double 
income. 

(b)  Both  the  husband  and  wife  are  furnished,  usally  through  a  lease,  a  vehicle: 

(c)  The  Executive  Director's  family  enjoys  100%  complete  major  medical 
coverage. 

In  the  large  metropolitan  markets,  (in  which  we  plan  to  concentrate)  beginning 
salaries  for  the  Executive  Director  is  between  $25,-S27,500  per  annum,  and,  the 
wife,  depending  on  her  job,  and  classification,  from  $8-12,000. 

As  a  result,  there  are  both  many  husband-wife  teams  who  are  attracted  to  the 
assured  income:  are  attracted  to  the  social-service  aspects  of  the  business. 

And,  while  there  is  no  profit  to  be  earned,  in  the  true  commercial  sense,  there  can 
be  no  loss  inasmuch  as  all  costs  are  re-imbursed. 

A  study  of  a  competitive  chain  (the  only  one  now  in  existence)  shows  the  follow- 
ing types  of  people  own  and  operate  agencies : 

1.  Physicians.  Each  agency  requires,  by  law,  a  qualified  physician,  to  be  its 
medical  director.  Such  duties  require  approximately  16-18  hours  per  month,  at 
an  average  of  $15-17,000  per  annum,  plus  a  vehicle,  and  medical  coverage.  In 
the  case  of  a  phj^sician  owner,  the  Executive  Director,  and  or  the  Executive 
Director  and  wife  would  then  be  employees  of  the  agenc}^,  and  the  physician- 
owner  becomes  the  medical  director. 

2.  A  former  salesman:  he  and  his  wife  enjoyed  a  joint  income  of  approximately 
$42,500  per  annum,  plus  cars,  plus  medical  coverage. 

3.  A  mortician  (whose  tim.e  was  not  fully  occupied).  His  wife  acts  in  a  fiscal 
capacity,  and  are  enjoying  an  annual  income  of  $40,000. 

4.  A  former  city  employee  (non-medical  background)  who  held  an  administrative 
post  in  Chicago. 

5.  A  former  owner  of  a  dry-cleaning  shop,  who,  with  his  wife,  act  as  Executive 
Director  and  Office  JManager,  respectively^ 

6.  A  former  real  estate  salesman. 

7.  A  former  stockbroker. 

8.  A  former  car  rental  operator. 

9.  A  registered  nurse. 

There  are  in  general  many  types  of  individuals  to  whom  the  security  of  continued 
income,  in  a  non-commercial  business,  to  whom  a  Home  Health  Agency  appeals. 
Executives,  semi-retirees,  some  middle  management  executives  who  have  been 
displaced,  some  hospital  administrators,  and  in  some  cases,  individuals  who  own 
their  own  businesses,  who  have  time  on  their  hands  (such  as  the  Chicago  mortician) . 

With  the  recognition  that  the  total  number  of  sales  being  sought  during  our 
first  five  years  is  75,  the  quantitative  factor  presents  no  problem,  in  view  of  our 
experience  and  observations,  and  discussions  with  some  people  already  involved 
in  home  health  agencies. 

Based  on  our  manj^  years  of  franchising  individuals  in  the  same  American 
element  of  individuals  "wanting  to  be  my  own  boss"  is  also,  a  strong  element, 
in  the  sale  of  home  health  agencies. 

It  should  be  noted,  that  the  independence  of  an  executive  director  is  also  a  strong 
element,  in  terms  of  sales:  essentially,  once  organized,  and  developed,  it  is  very 
much  a  9-5,  five  day  week  occupation,  which  of  course,  appeals  to  many  people. 

There  is  additionally,  the  element  in  potential  buyers:  everj^bodj^  does  not 
have  aspirations  and  ambitions  to  be  a  millionaire,  there  are,  obviously,  thousands 
upon  thousands  of  American  individuals  and  couples  who  simply  want  a  decent 
living,  without  the  pressures  of  the  commercial  world. 

There  is  a  starthng  need  for  the  specialization  of  services  as  required  by 
MEDICARE  recipients  in  their  homes,  and  a  desperate  shortage  of  agencies  for 
the  deliverance. 

It  should  be  noted:  medicare  legislation  allows  for  up  to  100  home  visits  per 
annum  to  a  recipient,  under  Part  A  of  the  medicare  laws  (hospital  connected  and/or 
discharged),  and  100  home  visits  under  Part  B  (non  hospital  connected). 
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Vital  statistics,  regarding  the  need  for  home  health  caro  visits  by  medicar*; 
recipients:  based  on  research  (Source:  New  York  State  Department  "of  Health) 
8%  of  medicare  recipients  are  identified  as  requiring  some  form  of  home  health 
care  services  during  a  3'ear:  6%  of  all  medicare  recipients  discharged  in  any  one 
year  from  Medical/Surgical  beds  in  hospitals  require  home  health  care:  oO%  of  all 
patients  discharged  in  the  current  year  from  nursing  homes  and  health  relate  d 
facilities  require  hom.e  health  care. 

Thus,  using  the  8%  of  the  current  MEDIC AllE  population,  the  number 
nationally  requiring  home  health  care  would  be  1,760,000  per  annum. 

It  should  be  noted  that  from  statistics  researched  the  average  number  of  visits 
per  medicare  recipient  is  12. 

Thus,  there  is  a  total  estimated  need  of  approximately  21  million  visits  required 
annually. 

In  230  metropolitan  areas,  HEW  shows  a  total  of  only  413  total  home  health 
care  facilities,  divided  as  follows: 

Official:  (State,  county)   134 

Voluntary  (Visiting  Nurses  Associations)   inCt 

Private  (Such  as  independents)   .56 

Hospitals  having  some  home  health  care  services   07 

Studies  in  the  Chicago  area  have  produced  the  following  statistics: 

1.  The  medicare  population  in  the  metropolitan  area:  650,000. 

2.  Using  the  8%  figure,  this  results  in  approximatel3'  52,000  medicare  recipients 
requiring  some  form  of  home  health  care. 

3.  There  exists  in  this  area  about  5  private  agencies,  1  official,  the  Visiting 
Nurses  Association,  and  4  hospitals. 

4.  The  Visiting  Nurses  Association  of  Chicago,  in  their  latest  report  indicate 
that  in  1973-74,  they  serviced  only  5658  medicare  recipients  (47%  of  the  total 
patients  serviced),  and,  made  66,996  \isits  (47.3%  of  their  total). 

5.  Two  new  agencies,  private  (similar  to  our  plan)  one  of  which  opened  in 
November  1973,  is  currently  making  35,000  annualized  visits;  the  second,  opened 
November  1972,  is  making  approximately  40,000  annualized  visits.  Both  these 
agencies  specialize  only  in  the  medicare  home  health  field. 

6.  Of  these  two  agencies,  the  following  statistics  are  important:  (a)  they  will 
average  12  visits  per  patient  per  month;  a  patient  is  served  for  an  average  of 
3.5  months.  This  results,  on  average,  therefore,  of  42  visits  per  patient. 

It  should  be  noted,  that  these  two  agencies,  combined,  in  an  average  month 
wiU  have  a  patient  "role"  (numbers  of  patients)  of  about  490. 

Thus,  it  is  evident  the  need  is  massive,  for  these  services  in  the  home,  of  medicare 
recipients. 

These  tw^o  agencies,  now  making  more  annual  visits  than  the  Chicago  Visiting 
Nurses  Association,  (after  such  a  short  time  of  operations)  gives  proof  of  the 
great  growth  in  this  speciafized  field. 

The  need  is  identical  in  every  large  metropolitan  market  in  the  United  States, 
medicare  is  urging  for  growth  of  the  numbers  of  agencies  to  speciahze  in  the 
home  health  care  field  for  their  recipients. 

Efiectivelv,  this  field  is  bottomless,  and  the  need  will  never  fully  be  filled. 
Each  agency  reaches  its  physical  and  personnel  fimit,  which  offers  to  the  out- 
standing opportunity  of  installing  many  agencies  in  each  metropohtan  area, 
in  keeping  with  medicare  population  in  each  area. 

Note. — There  is  only  one  other  firm,  along  concept,  that  is  a  "chain"'  of 
agencies  under  the  direction  of  one  company:  it  is  privately  held,  controlled  by  a 
phvsician,  and,  from  a  business  point  of  view,  poorly  managed,  or  hardly  managed. 

This  companv,  mentioned  above,  now  has  20  agencies,  after  6  years,  because 
of  (1)  lack  of  business/marketing  expertize:  (2)  shortage  of  funds  with  which  to 
market  and  expand:  (3)  being  treated  as  a  sideline  plaything  by  its  physician 
owner,  and  (4)  being  understaffed  at  their  home  offices,  with  needed  personnel. 

Mr.  KosTENKOWSKi.  Mr.  Markin,  thank  you  very  much.  The 
members  have  before  them  excerpts  from  a  prospectus  for  a  home 
health  agency  franchise  operation.  I  see  it  is  Cliicago  based,  but  the 
name  has  been  deleted  since  we  do  not  want  to  advertise  this  particular 
operation.  How  did  the  committee  receive  this  prospectus? 

Mr.  Markin.  We  got  it  from  another  home  health  agency  chani 
that  felt  that  this  particular  type  of  oftering  was  abusing  the  system 
and  probably  creating  unfair  competition. 
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Mr.  E-osTENKowsKi.  Elsewhere  in  the  prospectus,  did  they  state 
how  many  home  health  care  visits  on  the  average  a  medicare  patient 
receives? 

Mr.  Markin.  Yes,  I  believe  they  state  12  visits  per  patient  on  the 
average.  Supposedly  this  is  a  nationwide  average. 

Mr.  RosTENKowsKi.  In  this  prospectus,  how  many  do  they  assume 
will  be  made? 

Mr.  Markin.  They  say  42,  based  on  12  visits  per  month  and  the 
fact  that  a  patient  is  usually  on  the  rolls  for  three  and  a  half  months. 

Mr.  RosTENKOwsKi.  In  other  words,  in  their  advertising  they  could 
be  said  to  be  encouraging  overutilization? 

Mr.  Markin.  Yes.  In  fact,  we  have  documentation  which  shows  this 
overutilization  is  not  limited  to  this  particular  franchise  operation  we 
are  discussing.  In  a  report  prepared  by  Bureau  of  Health  Insurance 
auditors,  they  questioned  a  contract  provision  between  a  different 
management  services  organization  or  franchisor,  and  a  home  health 
Sigencj.  The  contract  provision  allows  the  franchisor  to  recapture 
the  home  health  agency  from  the  owner  if  specified  levels  of  patient 
population  and  volume  of  visits  are  not  met  by  the  provider  within  a 
prescribed  time  period. 

Mr.  RosTENKOWSKi.  What  type  of  income  does  the  franchisor 
receive  from  the  various  health  agencies  it  sets  up? 

Mr.  Markin.  In  this  particular  case,  the  franchisor  is  charging 
$15,000  in  startup  fees  which  the  franchisor  calls  a  consultant's  fee. 

Then  as  you  can  see  at  the  top  of  page  7  the  francliisor  expects 
between  $12,000  and  $15,000  a  year  in  repetitive  consultant's  fees. 
The  way  they  get  this  $12,000  to  $15,000  a  year,  is  by  charging  $1.50 
per  patient  visit  for  the  claims  processing  that  they  do  for  the  home 
health  agenc}^  and  the  quarterly  financial  statements,  and  that  sort  of 
thing. 

All  of  these  are  called  consultant  charges  rather  than  franchise 
charges.  As  best  as  we  can  tell,  there  is  some  question  over  whether 
medicare  would  pay  for  franchise  fees,  but  at  this  point  they  will  pay 
for  consultant's  charges. 

Mr.  Rostenkowski.  In  other  words,  other  than  the  $15,000 
original  startup  fee,  the  more  patients  and  the  more  visits  the  HHA 
makes,  the  more  money  the  franchisor  makes? 

Mr.  Markin.  That  is  correct. 

Mr.  Rostenkowski.  Are  there  any  built-in  restraints? 
Mr.  Markin.  None  that  I  can  see  here. 

Mr.  Rostenkowski.  What  kind  of  income  prerequisites  does  the 
franchisor  offer  the  HHA  management? 

Mr.  Markin.  This  is  described  in  the  middle  of  page  8.  As  you  can 
see,  it  is  often  a  family  operation  with  the  husband  and  wife  each 
holding  a  position  and  getting  reimbursed  from  medicare.  There  is  an 
automobile  and  I  know  of  several  where  the  autos  appear  to  be 
Mercedes  or  other  luxury-type  automobiles.  There  is  also  a  health 
insurance  policy  for  the  family.  One  of  the  major  theories  in  a  non- 
profit organization  is  that  it  is  a  non-loss  corporation.  The  operator  can 
have  no  losses  in  as  much  as  all  costs  are  reimbursed  by  medicare. 

On  page  9,  you  have  a  list  of  the  type  of  people  who  find  it  attractive 
to  run  a  home  health  agency.  In  the  first  example,  you  have  the  case 
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of  a  physician-owner  who  could  receive  $15,000  to  $17,000  for  10  to 
18  hours  of  work  a  month.  There  is  an  example  of  a  mortician  whose 
time  was  not  fully  occupied,  a  former  drycleaning  shop  opeiator,  a 
former  stockbroker,  et  cetera.  As  you  can"  see  in  the  next  to  the  last 
paragraph,  once  organized  and  developed,  an  HHA  managerial  job 
is  very  much  a  5-day-a-week  occupation. 

Mr.  RosTENKOwsKi.  In  other  words,  the  prospectus  indicates 
regardless  of  one's  background,  one  can  be  an  HHA  operator? 

Mr.  Markin.  That  is  the  implication. 

Mr.  RosTENKOWSKi.  Mr.  Vanik. 

Mr.  Vanik.  Among  the  higher  cost  HHA's,  is  there  any  one  group 
among  those  listed  on  yom  chart  which  appears  fairly  frequently? 

Mr.  Markin.  Yes,  there  is  one  management  service  corporation 
called  ''Unihealth  Services  Corp."  based  in  New  Orleans  that  has 
some  25  home  health  agencies  affiliated  with  it  around  the  country. 

Mr.  Vanik.  In  how  many  of  these  charts  do  they  appear? 

Mr.  Markin.  I  am  not  sure.  I  believe  the  Philadelphia  one  was — 
offhand — also  there  was  a  Chicago  one,  too. 

Mr.  Vanik.  Is  tliis  a  corporate  parent  or  franchising  operation  or 
what  is  it? 

Mr.  Markin.  There  is  a  great  deal  of  debate  over  this  right  now 
as  to  exactly  what  role  Unihealth  plays.  Blue  Cross  considers  them  a 
management  consulting  service,  but  I  have  seen  confficting  Blue  Cross 
and  BHI  memos  as  to  whether  Unihe^ilth  is  a  franchising,  operation 
or  a  consulting  firm. 

Mr.  Vanik.  Are  their  consultant  fees  then  reimbursed  by  medicare? 

Mr.  Markin.  That  is  correct. 

Mr.  Vanik.  This  debate  about  whether  or  not  they  are  a  manage- 
ment consulting  service  or  franchise  operation,  why  is  there  any 
question? 

Mr.  Markin.  Unihealth's  contract  with  it's  local  providers,  in  some 
cases  which  I  know  of,  call  for  a  possible  35-3^ear  agreement  between 
the  two  parties,  25  years  with  option  of  an  additional  10  years.  It  also 
gives  Unihealth  an  ongoing  fee  of  7  percent  of  the  HHA's  gross  billings 
for  each  month  of  operation.  This  is  in  addition  to  the  initial  franchis- 
ing fee. 

Mr.  Vanik.  A  35-year  management  consultant  contract?  That 
goes  over  a  couple  of  generations,  doesn't  it? 

Mr.  Markin.  That  is  right,  sir.  I  believe  I  mentioned  earlier  there 
are  some  people  in  BHI  who  are  questioning  this  now,  and  they  were 
told  that  this  chain  of  organizations  was  supposed  to  renegotiate 
these  contracts  down  to  a  smaller  number  of  years,  but  I  don't  think 
BHI  has  seen  where  this  has  actually  been  done. 

Mr.  Vanik.  The  35-year  contract 'becomes  marketable.  It  becomes 
something  that  has  asset  value  in  the  holder. 

Mr.  Markin.  That  is  correct. 

There  is  one  case  that  I  know  of  that  was  rendered  in,  I  believe, 
December  1974.  It  was  a  final  judgment  by  a  judge  in  Florida  where 
a  particular  home  health  agency  was  able  to  get  out  of  its  contract 
with  Unihealth  Services  Corp. 

[Trip  report  to  Unihealth  and  examples  of  Unihealth  contracts  follow :] 
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August  24,  1976. 

To:  Albert  Fox. 

Subject:  Visit  to  Unihealth  Services  Corp.  in  New  Orleans,  La.  on  June  21-23, 
1976. 

UNIHEALTH  PERSONNEL  PRESENT  FOR  VARIOUS  MEETINGS 

Mr.  Carl  E.  B.  McKenry,  President. 

Mr.  Raymond  E.  Ganucheau,  Vice-President,  Controller. 
Ms.  Mary  Lou  Steedley,  Vice-President,  Professional  Services. 
Mr.  Sidney  J.  Kernion,  Financial  Consultant. 

DIVISION  or  DIRECT  REIMBURSEMENT  REPRESENTATIVES 

Mr.  Raymond  J.  Woerner,  Supervisory  Accomitant,  ANB. 
Mr.  Joseph  Brewster,  Accountant,  ANB. 

Although  DDR  originally  requested  meetings  with  all  Unihealth  management 
officials  and  gave  ample  time  for  proper  arrangements  to  be  made,  neither  E. 
Ralph  Lupin,  M.D.,  Chairman  of  the  Board  nor  Richard  P.  Brown,  Executive 
Vice-President  and  Treasurer  of  Unihealth  were  present  for  any  of  the  meetings. 
No  explanations  were  offered  as  to  why  these  two  individuals  were  not  in  attend- 
ance. 

PURPOSE  OF  MEETING 

Unihealth  Services  Corporation  is  a  New  Orleans  based  organization  that  has 
contracted  to  provide  management  and  other  related  services  to  23  home  health 
agencies  located  in  various  parts  of  the  country.  Of  these  23  home  health  agencies, 
the  Blue  Cross  Association  (BCA)  plans  serve  as  intermediaries  for  15,  Direct 
Reimbursement  (DDR)  services  7,  and  1  is  serviced  by  Travelers  (T).  Prior  to  our 
meeting  with  Unihealth,  DDR  had  met  with  BCA  in  Chicago  to  discuss  Unihealth 
and  the  reimbursement  problems  inherent  with  the  entire  management  fee  area. 
We  further  explored  with  BCA  the  adopting  of  a  uniform  approach  in  the  audit 
and  reimbursement  areas  for  Unihealth.  Therefore,  we  felt  it  necessary  to  visit 
the  Unihealth  headquarters  and  conduct  an  indepth  review  of  the  entire  Unihealth 
operation. 

During  the  course  of  our  visit,  we  conferred  several  times  with  one  or  more  of 
the  Unihealth  officials  concerning  the  details  of  their  operation.  We  raised  numer- 
ous questions  and  received  responses  and  explanations  as  to  what  services  are 
rendered  and  the  details  of  how  they  were  supposed  to  be  rendered.  Following  is  a 
summary  of  the  various  meetings  and  conversations  with  each  Unihealth  official. 

MR.  CARL  E.  B.  MCKENRY  PRESIDENT 

Mr.  McKenry  has  been  with  Unihealth  for  a  very  short  period  of  time,  joining 
the  organization  in  April  or  May  of  this  year.  Due  to  the  brief  period  of  time  he 
had  been  with  Unihealth,  he  was  not  overly  familiar  with  many  aspects  of  the 
operation.  However,  we  reviewed  with  him  the  purpose  of  our  visit  and  what  we 
wanted  to  see  and  do.  He  was  very  cooperative  and  agreed  on  the  procedures 
to  be  followed  in  order  for  us  to  carry  out  the  purpose  of  our  visit.  We  emphasized 
that  we  were  not  only  interested  in  reviewing  the  services  rendered  accord- 
ing to  the  contracts  between  Unihealth  and  the  providers,  but  we  were  also 
interested  in  identifying  and  evaluating  the  intangible  aspects  of  Unihealth's 
services.  These  are  items  not  specifically  delineated  in  the  contract  but  are  pro- 
vided by  Unihealth  in  conjunction  with  their  overall  service. 

Mr.  McKenry  discussed  intangible  items  he  was  involved  in  and  provided 
us  with  copies  of  letters  and  documents  supporting  such  items.  These  included 
letters  giving  advice  to  various  providers  on  various  matters  concerning  the 
operation  of  the  faciUties;  examples  of  formats  to  be  used  in  filing  for  appeals  by 
providers;  documents  utilized  in  making  presentations  on  home  health  matters 
to  the  Undersecretary  of  HEW;  and  evidence  of  the  ongoing  exploration  and 
surveying  of  prospective  locations  for  future  establishment  of  home  health 
agencies. 

We  further  discussed  the  overall  home  health  agency  situation  in  the  present 
climate  of  medical  costs  and  utiUzation.  We  agreed  there  are  many  problems 
facing  all  home  health  agencies  and  hopefully  some  of  these  problems  would 
soon  be  resolved.  He  was  particularly  concerned  about  Section  1122  of  the  HI 
regulations  and  the  effect  on  HHAs.  Section  1122  concerns  including  HHAs 
under  the  jurisdiction  and  control  of  health  care  regional  planning  commis- 
sions. He  w^ould  Uke  to  see  HHAs  excluded  from  Section  1122  which  would,  of 
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course,  mean  no  control  on  the  expansion  of  the  number  of  IIIIA.S  or  whore  they 
could  be  located.  DDR  has  no  official  position  on  this  matter  and  cannot  speak 
for  the  administration  concerning  any  matters  on  prospective  changes  in  HI 
regulations.  We  expressed  no  opinion,  although  the  prospect  of  no  restrictions 
on  this  aspect  of  HHAs  personally  is  a  disturbing  thought. 

]\Ir.  McKenry  provided  us  with  copies  of  statements  submitted  to  the  Under- 
secretary or  Health,  Education  and  Welfare.  These  statements  arc  most  informa- 
tive and  are  made  a  part  of  this  report  as  Attachment  II. 

MR.  RAYMOND  E.   GANUCHEAU  VICE-PRESIDENT,  CONTROLLER 

jNIr.  Ganucheau  was  in  attendance  at  our  initial  meeting  with  Mr.  McKenry. 
He  appears  to  be  the  individual  actually  running  the  Unihealth  organization  on 
a  daily  basis.  He  is  very  knowledgeable  in  all  phases  of  the  operation  and  most  of 
our  discussions  of  a  technical  nature  were  with  him.  He  has  a  basic  background 
in  accounting,  management,  and  computers  and  seems  very  well  qualified  for 
his  job. 

According  to  Mr.  Ganucheau,  Unihealth  Services  Corporation  is  an  outgrowth 
of  Home  Health  Services  of  Louisiana.  This  agency  was  established  in  1966,  and 
provided  services  in  the  Greater  New  Orleans  area.  Dr.  Lupin  and  Richard  Brown 
were  the  original  principals  involved.  The  Unihealth  Services  Corporation  was 
founded  in  1969  to  foster  the  development  and  operation  of  home  health  care 
agencies  throughout  the  country.  The  scope  of  services  provided  by  Unihealth 
Services  Corporation  falls  into  two  general  categories.  These  are  initial  services 
and  continuing  services.  Basically,  initial  services  are  those  services  performed  to 
initiate  and  establish  a  home  health  agency  and  to  train  the  executive  and  nursing 
personnel  to  function  in  and  implement  the  Unihealth  system.  The  continuing 
services  consist  of  accounting  services,  data  processing  services,  professional  serv- 
ices consultation  and  annual  meetings  of  all  Unihealth  providers.  Unihealth  enters 
into  a  contract  with  the  provider,  normally  for  35  years  duration,  and  charges  an 
initial  fee  of  approximately  $11,000  to  $13,000  and  an  ongoing  fee  of  7  percent 
of  gross  billed  charges.  Subsequent  to  the  initial  contracts,  Unihealth  was  sup- 
posed to  adjust  the  fee  as  follows: 

7  percent,  1st  

6  percent,  next  

5  percent,  next  

4  percent,  thereafter. 

We  saw  no  evidence  that  the  contracts  had  actually  been  changed. 

The  providers  contracting  with  Unihealth  must  iise  the  manuals  developed  by 
Unihealth  and  must  purchase  billing  forms  from  Unihealth.  The  contract  is  ex- 
tremely binding  and  raises  an  immediate  question  as  to  whether  it  is  in  fact  a 
management  services  contract  or  a  franchise  contract.  We  shall  explore  this  point 
later  in  this  report. 

After  the  basic  background  was  discussed,  we  addressed  many  specific  areas  of 
the  Unihealth  operation.  We  asked  for  a  review  of  the  professional  personnel, 
their  functions  and  backgrounds.  We  discussed  the  following  individuals: 

Unihealth  Officials: 

Dr.  E.  Ralph  Lupin,  Chairman  of  the  Board 
Mr.  Carl  E.  B.  McKenry,  President 

Mr.  Richard  P.  Brown,  Executive  Vice-President  and  Treasurer 
Mr.  Raymond  E.  Ganucheau,  Vice-President  and  Controller 
Ms.  Mary  Lou  Steedley,  Vice-President,  Professional  Services 
Dr.  Max"^Pailet,  Secretary 
Unihealth  Staff: 

INIs.  Barbara  E.  Blaha,  Professional  Services 
Ms.  Leda  M.  Udell,  Professional  Services 
Mr.  Sidney  J.  Kernion,  Financial  Consultant  (Accountant) 
Mr.  Ganucheau  indicated  that  Unihealth  had  experienced  personnel  problems 
in  the  past,  especially  in  the  accounting  area,  but  that  they  now  had  assembled 
what  he  felt  w^as  an  excellent  group  of  well  qualified  people  to  carry  out  the 
functions  of  the  organization.  He  admitted  that  some  of  the  services  rendered  in 
the  past  were  not  of  the  caliber  of  the  present  services.  Our  exposure  to  Lni- 
health's  present  onsite  staff  was  limited  to  personal  interviews  and  observations. 
It  appears  that  a  degree  of  stability  has  been  established  that  should  allow  Uni- 
health to  render  a  more  uniform  and  higher  caliber  of  services  to  their  providers. 
After  the  discussions  on  personnel,  we  explored  the  area  encompassing  the  man- 
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uals  and  billing  forms  utilized  by  Unihealth  with  their  providers;' The  billing 
forms  are  sold  by  Unihealth  to  the  providers  as  one  of  the  conditions  of  the 
contract.  The  contract  also  calls  for  the  providers  to  operate  their  agencies  ac- 
cording to  the  several  operations  manuals  that  have  been  developed  and  copy- 
righted by  Unihealth.  These  manuals  are  sold  to  the  providers  with  a  recapture 
clause  for  Unihealth.  We  examined  these  manuals  and  forms  to  assure  ourselves 
that  they  were  in  fact  different  from  the  manuals  and  forms  available  under  the 
Medicare  program.  We  found  that  the  manuals  were  in  fact  very  basic  and  in- 
structional in  nature  and  not  like  anything  available  from  BHI.  The  billing  forms 
accomplish  the  same  purpose  as  BHI  billing  forms.  We  obtained  copies  of  the 
index  of  each  manual  to  have  a  record  of  the  contents  for  our  permanent  file. 
These  manuals  were  copyrighted  in  1969. 

We  then  reviewed  the  list  of  services  and  fees  provided  by  Unihealth  to  the 
providers  under  contract.  This  list  is  quite  detailed  and  a  copy  of  the  list  is  being 
attached  and  made  part  of  this  report  (Attachment  I).  Many  of  the  items  on  this 
list  can  be  classified  as  organizational  expenses.  Others  are  provided  on  an  on- 
going basis.  We  will  review  this  list  in  detail  and  determine  if  all  of  the  services 
are  related  to  patient  care.  We  have  requested  Unihealth  to  supply  us  with  more 
detailed  information  on  several  of  the  services. 

We  next  addressed  ourselves  to  several  specific  areas  of  Unihealth's  operation 
that  needed  clarification  and  explanation.  Our  first  question  was  why  the  contract 
Unihealth  utilized  with  providers  was  of  35  years  duration.  We  pointed  out  that 
this  appeared  an  extremely  long  term  for  a  normal  management  contract.  Most 
straight  management  contracts  are  for  1  to  5  years  with  options  to  renew.  Mr. 
Ganucheau's  only  answer  was  that  the  contract  was  35  years  because  35  is  less 
than  40.  He  had  no  idea  of  why  the  35  years  except  this  was  the  original  set-up 
initiated  by  Dr.  Lupin  and  Richard  Brown.  He  indicated  that  there  had  been 
some  internal  discussions  to  reduce  the  term  to  9  years  but  to  date  nothing  had 
been  actually  done.  We  then  asked  why  Unihealth  had  a  basic  charge  or  fee 
based  on  7  percent  of  the  provider's  billed  charges.  Again,  he  indicated  that 
Dr.  Lupin  and  Richard  Brown  had  determined  the  7  percent  in  originally  es- 
tablishing Unihealth.  Mr.  Ganucheau  maintained  that  7  percent  was  the  going 
rate  for  management  fees  in  the  health  care  industry.  We  pointed  out  that  7 
percent  for  a  sophisticated  hospital  was  one  thing  but  7  percent  for  a  simple 
home  health  agency  was  something  else.  He  indicated  that  Unihealth  had  amended 
the  fee  to  a  graduated  amount  from  7  percent  down  to  4  percent  but  was  not 
certain  if  all  the  Unihealth  contracts  had  been  amended.  While  discussing  the 
Unihealth  contract,  we  questioned  the  section  in  the  contract  pertaining  to 
Unihealth's  right  to  recapture  the  agency  from  the  provider  if  certain  specified 
levels  of  patient  population  and  volume  of  visits  are  not  met  by  the  provider 
within  a  prescribed  time  period.  This  type  of  contract  provision  is  entirely  foreign 
to  conventional  management  contracts.  This  type  of  provision  evidences  a  form 
of  control  over  the  provider  that  Medicare  regulations  construe  to  be  a  related 
organization.  Mr.  Ganucheau  stated  that  even  though  the  clause  was  in  the 
contract,  Unihealth  would  never  enforce  this  clause.  We  pointed  out  that  the 
]\Iedicare  principles  of  reimbursement  provide  that  control  exists  whether  it  is 
exercised  or  exercisable.  Control  is  very  clearly  implied  and  exists  in  the  contract. 
This  particular  clause,  along  with  several  others,  is  very  damaging  to  the  Uni- 
health contention  that  the}'-  are  strictly  a  management  services  organization. 
Although  we  see  no  evidence  of  ownership,  the  element  of  control  very  definitely 
exists.  Unless  other  factors  are  introduced  contra  to  what  we  have  already  seen 
in  the  Unihealth  contract,  there  is  reason  to  suspect  that,  subject  to  further 
study  and  anatysis,  the  "Unihealth  set-up  could  be  a  related  organization  or 
franchise  arrangement. 

Following  on  with  specific  items,  we  then  asked  why  Unihealth  is  not  enforcing 
the  collection  of  the  fees  due  them  from  the  providers.  Their  contract  calls  for 
a  monthlj^  accrual  and  payment  by  each  provider.  Our  information  from  the 
various  providers  DDR,  services  indicates  that  large  sums  are  due  Unihealth 
from  many  providers.  The  fact  that  Unihealth  has  not  made  serious  efforts  to  collect 
this  money  raises  many  questions.  Mr.  Ganucheau  stated  that  Unihealth  did  not 
want  to  disturb  the  working  capital  of  the  providers.  Yet,  in  the  budgets  under 
which  the  providers  operate,  the  fee  to  Unihealth  is  comprehended.  Therefore, this 
reason  does  not  seem  valid.  Our  principle  concern  in  this  area  is  that  the  fees  to 
Unihealth  are  included  in  the  provider's  cost  report  and  subsequently  in  the 
final  settlement  figure.  If  these  fees  are  not  being  paid  to  Unihealth,  then  the 
provider  is  claiming  a  cost  to  which  he  is  not  entitled.  If  the  provider  is  only  paying 
part  of  the  fee  to  Unihealth,  then  the  unpaid  balance  should  not  be  reimbursed  to 
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the  provider.  This  is  an  area  to  be  further  explored  and  resolved.  This  led  into  a 
discussion  of  some  of  the  problems  our  providers  were  having  with  Uriihealth. 
These  were  discussed  in  general  terms  and  again  led  back  to  Unihealth's  admission 
that  services  in  the  past  may  have  left  something  to  be  desired,  especially  in  the 
accounting  area.  Some  providers  had  begun  hiring  and  using  outside  accounting 
firms  to  do  their  work.  We  are  quite  concerned  since  if  the  accounting  services  are 
included  in  the  fee  charged  by  Unihealth  and  providers  are  hiring  outside  account- 
ing firms,  we  are  paying  twice  for  the  same  service. 

We  then  brought  up  for  discussion  a  help  wanted  ad  appearing  in  a  recent 
edition  of  the  American  Hospital  Journal.  This  ad  was  seeking  financial  consultants 
with  experience  to  work  for  a  franchise  organization  based  in  New  Orleans  that 
had  24  providers.  We  wanted  to  know  why  Unihealth  was  trying  to  maintain  they 
were  strictly  a  management  services  organization  yet  were  advertising  as  a  fran- 
chise organization.  Mr.  Ganucheau  admitted  this  was  their  ad  but  maintained 
that  they  had  engaged  someone  to  recruit  financial  people  and  the  ad  was  mis- 
leading and  was  mistaken.  We  did  not  pursue  the  matter  any  further. 

We  then  discussed  Unihealth's  "target  city"  hst.  Unihealth  continually  re- 
searches and  establishes  a  list  of  prime  locations  for  future  home  health  agencies. 
They  gather  data  and  statistics  from  many  sources  and  establish  a  profile  on 
various  locations  so  that  when  the  opportunity  arises  to  contract  for  another 
agency,  they  are  ready  to  recommend  a  good  location.  Much  effort  goes  into  this 
activity  and  a  complete  detailed  presentation  is  assembled  for  any  prospective 
agency.  This  is  what  Unihealth  considers  one  of  the  intangibles  they  offer  in  their 
overall  package  to  providers. 

The  next  item  on  our  agenda  was  the  recent  court  case  in  Florida  where  the 
court  voided  the  contract  between  Unihealth  and  a  provider  and  decreed  a  $45,000 
settlement  on  Unihealth's  claimed  fee  of  over  a  $100,000.  Mr  Ganucheau  was 
reluctant  about  discussing  this  matter,  so  we  did  not  pursue  it.  He  indicated  that 
Blue  Cross  of  Florida  had  conducted  a  review  of  the  services  rendered  by  Uni- 
health and  that  detailed  information  concerning  the  valuation  of  these  services 
had  been  compiled.  We  were  most  interested  in  seeing  this  review  but  Mr.  Ganu- 
cheau said  they  did  not  have  a  copy.  This  seemed  strange  but  we  did  not  pursue 
the  matter.  (We  would  remind  the  reader  that  Unihealth  is  not  a  DDR  provider, 
and  we  were  there  by  their  permission.  They  were  not  obligated  to  disclose  any- 
thing to  us,  so  on  items  they  seemed  reluctant  to  discuss,  we  did  not  make  an  issue 
or  become  demanding.) 

Our  overall  talks  with  Mr.  Ganucheau  were  most  informative  and  cordial.  He 
sincerely  cooperated  with  us  and  we  were  impressed  by  his  knowledge  of  the 
Unihealth  operation.  He  does  his  job  well  and  is  a  credit  to  their  organization. 

ME.   SIDNEY  KERNION — FINANCIAL  CONSULTANT 

Mr.  Kernion  has  a  heavy  background  in  accounting  having  worked  for  Peat, 
Marwick,  Mitchell  and  Company  and  serving  as  treasurer  and  controller  for 
several  small  colleges.  We  reviewed  the  basic  accounting  function  performed  by 
Unihealth  and  selected  one  provider's  ledger  for  a  detailed  inspection.  This 
detailed  review  disclosed  that  the  accounting  function  appeared  to  fulfill  all  the 
basic  needs  for  a  provider  except  for  a  few  minor  payroll  items.  Mr.  Kernion 
handles  five  providers  and  the  records  maintained  were  in  excellent  condition. 
These  records  are  all  duphcates  since  all  original  documents  are  maintained  by 
the  providers. 

We  then  discussed  problems  of  individual  providers  and  what  Unihealth  did 
to  resolve  them.  We  exchanged  information  and  both  parties  were  enlightened 
on  the  activities  of  some  of  the  problem  providers.  We  then  alluded  to  problems 
Unihealth  had  experienced  with  prior  accounting  employees  compared  with  the 
present  situation.  There  seems  to  be  a  great  improvement.  We  requested  a  written 
statement  of  the  financial  function  with  details  on  each  phase.  IMr.  Kernion  agreed 
to  supply  us  with  such  a  statement.  We  then  discussed  the  interface  of  the  account- 
ing function  with  Unihealth's  data  processing  function.  Unihealth  appears  headed 
in  the  right  direction  and  has  recently  expanded  and  amplified  their  data  process- 
ing function.  They  are  planning  to  produce  a  series  of  computer  printouts  for 
each  provider  that  should  be  verj^  meaningful. 

Our  discussion  in  the  accounting  area  was  confined  to  Mr.  Kernion  and  we  were 
most  impressed.  If  all  of  Unihealth's  present  group  of  accountants  are  of  the 
caliber  of  Mr.  Kernion,  then  it  would  seem  their  accounting  situation  is  in  good 
hands. 
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MS.  MARY  LOU  STEEDLEY  VICE-PRESIDENT,   PROFESSIONAL  SERVICES 

Ms.  Steedlej''  is  an  R.N.,  has  a  degree  in  nursing  and  a  master's  degree  in  hj^giene. 
She  has  extensive  experience  in  the  nursing  field  and  has  been  an  assistant  pro- 
fessor at  Tulane  Universitj^  She  has  also  had  experience  as  Director  of  Professional 
Services  at  Home  Health  Services  of  Louisiana  and  as  a  staff  nurse  and  acting 
head  nurse  at  the  Public  Health  Service  Hospital  in  New  Orleans.  As  explained 
in  great  detail  by  INIs.  Steedley,  the  purpose  of  the  professional  services  group  is 
to  assure  the  delivery  of  comprehensive  quality  patient  care  services  within  the 
affiliated  agencies.  At  the  present  time,  she  has  a  full  time  staff  of  two  professional 
consultants  with  an  additional  person  to  be  hired  in  July.  All  three  of  these  con- 
sultants seem  well  qualified,  holding  masters  degrees  in  various  phases  of  health 
care.  The  professional  services  begin  with  the  formal  orientation  program  con- 
ducted at  Unihealth  headquarters,  for  each  new  provider.  This  orientation  is 
given  to  both  the  administrator  and  director  of  professional  services  as  well  as 
other  administrative  and  service  personnel  on  request.  Professional  services 
consultants  make  visits  to  affiliated  agencies  to  provide  onsite  administrative 
and  professional  services  consultation  to  agency  personnel.  Consultants  are  also 
available  for  telephone  consultations  and  assistance.  The  professional  services 
also  include  distributing  job  descriptions  for  various  positions  in  the  agencies,  to 
assist  as  necessary  with  locating  and  interviewing  prospective  qualified  agency 
personnel  and  consultation  and  materials  for  on-going  education  and  trrdning  of 
agency  staff. 

The  training  of  agency  personnel  by  Unihealth  in  New  Orleans  is  done  at  the 
facilities  of  Home  Health  Services  of  Louisiana.  This  provider  is  on  the  same  floor 
in  the  same  building  as  Unihealth  headquarters.  The  two  are  separated  onlj'  by 
a  party  wall.  Home  Health  Services  of  Louisiana  is  now  a  direct  dealing  provider 
and  is  under  contract  with  Unihealth.  We  pointed  out  that,  since  Lupin  and  Brown 
are  substantial  owners  of  both  Home  Health  and  Unihealth,  the  two  were  related 
organizations  for  Medicare  purposes  and  had  to  be  treated  accordingl3^ 

We  requested  that  Ms.  Steedley  submit  to  us  a  summary  of  the  professional 
services  activity  in  detail.  She  agreed  and  will  mail  this  to  us  in  Baltimore.  She  will 
also  provide  us  with  her  job  description  and  the  agenda  for  the  annual  meeting 
Unihealth  holds  in  New  Orleans  for  all  the  Unihealth  providers. 

DATA  PROCESSING  UNIT 

Mr.  Ganucheau  took  us  on  a  tour  of  the  data  processing  unit.  This  unit  is  located 
further  down  the  hall  on  the  same  floor  as  Unihealth  headquarters.  The  data 
processing  company  is  owned  by  Unihealth.  We  discussed  the  computer  hardware 
being  utilized  and  the  functioning  of  the  system  with  the  data  processing  personnel. 
We  reviewed  some  of  the  various  printouts  generated  by  the  computers  and  dis- 
cussed what  they  hope  to  do  in  the  future  in  the  way  of  additional  services  to  the 
Unihealth  providers.  Some  of  the  reports  now  being  produced  are  as  follows: 

1.  Patient  Visit  and  Fee  Register — This  report  is  a  summary-  of  visits  by  cate- 
gory of  service  and  type  of  patient. 

2.  Patient  Ledger — This  report  shows  balances  due  from  the  program  and 
individual  patients. 

3.  Cash  Receipts  Journal — This  report  is  a  listing  of  total  cash  collected  from 
patients. 

4.  Adjustment  Journal — This  is  a  listing  of  adjustments  made  to  the  individual 
patient  accounts  which  produces  the  needed  audit  trail  for  adjustments. 

5.  Patient  Master  Maintenance  Listing — This  listing  shows  the  total  trans- 
actions processed  against  the  master  file  and  allows  the  agencies  to  change  any 
data  in  the  master  file. 

In  addition,  numerous  statistical  reports  are  generated  producing  data  on  admis- 
sions, discharges,  visits,  etc.  The  computers  also  provide  a  balance  sheet  and 
income  and  expense  statement  for  each  agencj-.  The  income  statement  shows 
billing  revenue  over  or  under  expense  and  PIP  revenue  over  or  under  expense. 
With  this  information,  the  agency  is  able  to  determine  its  status  in  regard  to  cost 
versus  charges  considerations  and  cost  versus  PIP  revenue. 

GENERAL  OBSERVATIONS  AND  SUMMATION 

We  feel  the  visit  and  review  of  Unihealth  was  very  productive  and  meaningful. 
W^e  have  an  excellent  relationship  with  the  Unihealth  personnel  and  a  detailed 
understanding  of  the  basic  Unihealth  operation.  We  acquired  a  good  deal  of  docu- 
mentation to  be  reviewed  and  utilized  for  a  permanent  file  for  Unihealth.  We  also 
requested  additional  documentation  from  Unihealth  which  is  to  be  forwarded. 
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There  are  a  number  of  decisions  to  be  determined  concerning  Unlhealtli.  The 
Blue  Cross  Association,  through  Mr.  Jim  Slocp  of  their  Chicago  ofHcc,  had  made  a 
determination  in  1974  that  the  Unih-allh  opc'ration  was  a  rnanagernent  services 
organization.  This  detennination  vras  dinrtcd  to  all  BCA  plans  servicing  Uni- 
health  providers.  DDR  has  basically  gone  along  with  this  determination  but  now 
we  feel  a  need  to  reevaluate  our  position.  Further  meetings  with  BCA  and  BUI 
policy  groups  are  in  order  so  that  a  firm  decision  can  V)e  made  as  to  how  all  inter- 
mediaries servicing  Unihealth  associated  providers  will  address  the  reimbursement 
of  these  providers  in  a  imiform  manner. 

Mike  Hoban. 

Attachments. 

[See  sections  4,  8,  and  11  of  this  contract] 
Agreement 

Agreement  made  this  29th  day  of  December  1970,  between  UNIHEALTH 
SERVICES  CORP.  and  its  assigns  (hereinafter  referred  to  as  "UNIHEALTH") 
and  PAUL  IMASS,  a  resident  of  New  Orleans,  Louisiana,  (hereinafter  referred  to 
as  ''THE  AGENCY"). 

WHEREAS,  UNIHEALTH  has  developed  forms,  systems,  manuals,  pro- 
cedures and  data  processing  systems  uniquely  suited  to  and  designed  for  the 
efficient  operation  of  a  home  health  and  home  care  agency;  and, 

WHEREAS,  UNIHEALTH  is  capable  of  providing  data  processing,  accounting 
and  other  consultation  services;  and 

WHEREAS,  THE  AGENCY  desires  to  utilize  said  capabilities,  for  the  purpose 
of  establishing  and  operating  a  home  health  and  home  care  agency  as  that  term 
is  defined  in  the  Social  Security'  Act; 

NOW  THEREFORE,  in  consideration  of  the  mutual  covenants  and  under- 
takings hereinafter  set  forth,  the  parties  hereto  agree  as  follows: 

SECTION  ONE,  ESTABLISHMENT  OF  A  HOME  HEALTH  AGENCY 

1.1.  THE  AGENCY  shall,  with  the  assistance  of  UNIHEALTH  as  hereinafter 
set  forth,  establish  a  "home  health  and  hom.e  care  agency,"  as  that  term  is  defined 
in  the  Social  Security  Act,  the  rules  and  regulations  promulgated  theretinder,  and 
any  state  law  which  may  be  applicable  thereto, 

1.2.  THE  AGENCY  shall  be  established,  operated  and  maintained  in  accord- 
ance with  the  terms  of  this  agreement. 

1.3.  THE  A  GENC  Y  agrees  that  the  agency  will  be  established  and  maintained 
in  accordance  with  the  regtilations  pertaining  to  home  health  agencies  now  or 
hereafter  existing,  promulgated  by  the  United  States  Department  of  Health, 
Education  and  Welfare,  commonly  known  novv'  as  "Conditions  of  Participation 
Home  Health  Agencies"  (hereinafter  referred  to  as  "the  Conditions"),  a  copy  of 
which,  in  booklet  form,  has  been  suppUed  to  THE  AGENCY  and  with  which  it 
is  familiar. 

1.4.  THE  AGENCY  shall  provide  such  services  to  the  public  as  may  be  pro- 
vided by  a  home  health  agency  according  to 

(i)  the  Conditions; 

(ii)  the  provisions  contained  in  the  "Home  Health  Agency  IManual"  published 
bv  the  United  States  Department  of  Health,  Education  and  Welfare,  a  copy  of 
which  has  been  previously  supplied  to  THE  AGENCY  and  v.-ith  which  it  is 
familiar; 

(iii)  Any  applicable  state  or  local  law,  or  regulation ; 

or  as  any  of  the  above  may  be,  from  time  to  time,  supplemented  or  amended, 

SECTION  TWO.  UNIHEALTH  SERVICES 

2.1.  UNIHEALTH  agrees  to  provide,  in  connection  with  the  establishment 
and  maintenance  of  the  Agency,  for  the  term  of  this  agreement,  the  following 
services  and/or  supplies  without  any  additional  costs  during  the  term  cf  tais 
contract  except  as  herein  provided,  . 

(i)  UNIHEALTH  will  assist  THE  AGENCY  in  the  selection  of  location (s) 
for  the  AGENCY  to  the  extent  that  THE  AGENCY  reasonably  requests  such 
assistance,  location (s)  to  be  approved  by  UNIHEALTH; 

(ii)  UNIHEALTH  will  participate  in  the  budget  preparations  for  the  Agencv, 
as  well  as  in  interim  fee  negotiations  to  the  extent  reasonably  requested  by  1  H  h 
AGENCY;  UNIHEALTH  will  establish  for  THE  AGENCY,  financial  and 


24 


statistical  reporting  materials  and  procedures,  according  to  customary  UNI- 
HEALTH  standards  and  methods; 

(iii)  UNIHEALTH  will  assist  THE  AGENCY  in  the  preparation  of  aU  local, 
state  and  federal  (HEW)  applications,  licenses,  permits  and  forms,  together  with 
any  renewals  or  supplements  thereto,  necessarj^  or  appropriate  for  the  establish- 
ment and  conduct  of  the  Agency; 

(iv)  UNIHEALTH  will  make  available  to  THE  AGENCY'S  counsel  and 
accountants  such  assistance  as  may  be  reasonably  requested  in  the  organization 
and  establishment  of  the  Agency. 

(v)  UNIHEALTH  will  train  and  assist  the  Agency's  executive  personnel; 
which  shall  include  the  Executive  Director  and  the  Nurse  Director.  Such  training 
will  be  conducted  in  New  Orleans,  Louisiana  for  a  period  of  not  less  than  forty 
(40)  hours;  the  expenses  of  such  training  to  be  paid  by  UNIHEALTH  except  for 
the  costs  of  transportation,  to  and  from,  and  subsistence  and  quarters  of  personnel 
during  the  training  sessions.  UNIHEALTH  will  train  replacements  therefor  as 
may  be  reasonably  requested  by  the  AGENCY,  but  not  to  exceed  three  training 
sessions  in  the  first  year  of  this  agreement  and  two  each  year  thereafter; 

(vi)  UNIHEALTH  will  assist,  to  the  extent  reasonably  requested,  in  the 
establishment  of  the  Agency's  olBce  facilities  and  operating  procedures;  including, 
without  limitation,  the  installation  of  forms,  sj^stems,  procedures,  training  pro- 
grams and  pre-emploj-ment  testing,  the  substance  and  manner  of  which  shall  be 
in  the  form  customarily  supplied  by  UNIHEALTH  to  its  affiliated  agencies; 

(vii)  UNIHEALTH  will,  during  the  term  of  this  agreement,  be  available  for 
telephone  consultation  during  normal  working  hours,  on  matters  relating  to  the 
conduct  of  the  Agency ; 

(viii)  UNIHEALTH  will  conduct  on-site  visits  to  the  Agency,  not  less  than 
three  (3)  times  during  the  first  six  months  of  the  Agency's  actual  operation  and 
not  less  than  once  every  three  (3)  months  thereafter,  for  the  purpose  of  providing 
on-site  consultation; 

(ix)  Unihealth  will  provide  training  programs  and  seminars  annually  for 
executive  and  administrative  personnel  of  the  Agency  to  be  conducted  at  New 
Orleans,  Louisiana,  such  programs  and  seminars  to  be  at  Unihealth's  expense, 
except  for  the  expenses  of  transportation  to  and  from  and  subsistence  and  quarters 
of  personnel  during  such  programs  and  seminars. 

(x)  Unihealth  shall  provide  data  processing  and  accounting  systems  as  more 
fully  described  in  Exhibit  "A"; 

(xi)  Unihealth  shall  provide  a  set  of  manuals  consisting  of  Nurse's  Manual, 
Accounts  Receivable  Manual,  Forms  Manual,  Administrative  Procedure  Manual, 
Home  Health  Aide  Manual  and  Diet  Manual. 

(xii)  Unihealth  will  assist  in  the  development  of  the  AGENCY'S  business  by 
consultation  during  the  initial  three  on-site  visits  (as  outlined  in  subsection  viii) ; 
by  providing  formats  for  ethical  promotional  activities;  by  providing  a  slide 
presentation,  with  script,  for  a  community  awareness  program;  and  be  available 
for  other  assistance  to  the  extent  that  the  AGENCY  reasonably  requests  such 
assistance. 

SECTION  THREE.  OBLIGATIONS  OF  THE  AGENCY 

3.1  The  AGENCY  shall,  with  the  assistance  of  Unihealth,  as  set  forth  herein, 
obtain,  execute  and  file  aU  local,  state  and  federal  applications,  licenses  and  permits 
needed  by  The  AGENCY  to  carry  on  the  business  of  a  home  health  agency  and 
to  provide  the  services  called  for  thereby.  The  AGENCY  shall  maintain  all  such 
applications,  licenses  and  amendments  to  such  applications,  licenses  and  permits 
as  may  be  required  hy  law,  rule  or  regulation,  and  shall  do  all  things  necessary  to 
comply  with  any  such  law,  rule  or  regulation  now  existing,  or  hereinafter  enacted, 
applicable  to  the  conduct  of  a  home  health  agency. 

3.2.  The  AGENCY  shall  purchase  from  Unihealth  for  the  Agency,  as  needed, 
copies  of  Unihealth's  Nurse's  Manual,  Accounts  Receivable  Manual,  Forms 
Manual,  Administrative  Procedure  Manual,  Home  Health  Aide  Manual,  and 
Diet  Manual  at  a  price  equal  to  Unihealth's  cost,  plus  fifteen  (15%)  per  cent, 
F.O.B.  New  Orleans. 

3.3.  The  Agency  shall  use  such  data  processing  systems  as  are  furnished  to  the 
Agency  for  the  efficient  conduct  of  the  Agency,  including  the  installation  of  a 
terminal  or  communications  device  to  be  furnished  to  the  Agency  by  Unihealth 
when  deemed  desirable  by  Unihealth  (installation  charges  to  be  at  the  expense  of 
Unihealth).  Such  data  processing  shall  include  the  documents  and  services  set 
forth  on  Exhibit ''A"  annexed  hereto. 
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3.4.  The  Agency  shall  purchase  from  Unihealth  such  business  forms,  materials 
and  programs  for  the  conduct  of  the  Agency  as  shall  customarily  be  produced  by 
Unihealth  for  the  conduct  of  a  home  health  agency  at  a  price  equal  to  Unihealth's 
production  cost  plus  fifteen  (15%)  percent,  F.O.B.  New  Orleans.  The  Agency  shall 
be  entitled  to  conduct,  at  its  own  expense,  a  cost  audit  to  verify  Unihealth'.s 
production  cost,  such  audit  to  be  upon  reasonable  notice  and  without  interfering 
with  the  normal  conduct  of  Unihealth's  business. 

3.5.  The  Agencj'  shall  employ,  train  and  supervise  a  stafif,  competent  to  provide 
all  the  ser\ices  of  the  Agencj^  in  conformity  with  the  standards  now  or  hereafter 
prescribed  by  any  law,  rule  or  regulation  which  may  be  applicable  to  the  operation 
of  the  Agency. 

3.6.  The  Agency  shall  maintain  accurate  books  and  records  of  the  business  of  the 
Agency  and  shall  permit  representatives  of  Unihealth  to  examine  the  same  upon 
reasonable  notice  to  do  so,  and  without  interfering  with  the  normal  conduct  of 
Agency's  business. 

3.7.  The  Agency  shall  use  its  best  efforts  to  achieve  the  highest  possible  reputa- 
tion as  to  the  services  offered  by  the  Agency  and  shall  not  permit  its  employees  to 
make  any  representation  or  conduct  themselves  in  any  manner  that  would  be 
detrimental  to,  or  reflect  adversely  upon,  the  reputation  of  Unihealth. 

3.8  The  Agency  shall  conduct  business  under  a  name  which  is  indicative  gen- 
erally of  the  services  offered  by  the  Agency  and  shall  use  such  distinctive  labels, 
letterheads,  designs,  decors,  signs  and  displays  in  the  conduct  of  its  business  as 
shall  reflect  the  foregoing.  Whenever  such  labels,  letterheads,  designs,  decors, 
signs  or  displays  are  used  by  the  Agency,  they  shall  bear  the  notation  that  the 
Agency  is  an  affiliate  of  Unihealth,  or  is  affiliated  with  Unihealth,  or  shall  bear 
words  of  similar  import  approved  by  Unihealth, 

3.9.  The  Agency  shall  not  use  the  forms,  manuals,  brochures,  and  other  materials 
purchased  from  Unihealth  for  any  purpose  other  than  the  operation  of  the  Agency 
and  shall  not  allow  or  permit  such  forms,  manuals,  brochures  and  other  materials 
to  be  copied  for  any  purpose  without  the  written  consent  of  Unihealth. 

3.10.  The  Agency  shall  at  all  times  operate  the  Agency  in  accordance  with  the 
highest  professional  standards  relating  thereto. 

SECTIOX  FOUR.  MANAGEMENT  AXD   COXSULTATIOX  FEE 

4.1.  In  consideration  of  the  ser\'ices  to  be  provided  by  Unihealth  hereunder,  the 
Agency  agrees  to  compensate  Unihealth  as  follows: 

(i)  To  pay  Unihealth  the  sum  of  Five  Thousand  and  no/100  Dollars  ($5,000.00) 
upon  execution  of  this  agreement  and  to  execute  a  note  payable  to  Unihealth  for 
Five  Thousand  and  no/ 100  Dollars  ($5,000.00)  upon  the  Agency's  receipt  of  per- 
mits, licenses,  REW  provider  number  and  other  authorizations  required  for  the 
operation  of  a  home  health  agency.  Such  note  is  to  be  in  twelve  (12)  equal,  monthly 
installments,  beginning  with  the  first  payment  due  six  (6)  months  following  ac- 
quisition of  certification  number;  said  note  to  bear  interest  at  the  rate  then  avail- 
able to  Unihealth,  but  not  to  exceed  eight  and  one-half  (8H%)  percent  per  annum. 
A  form  of  the  note  is  attached  as  Exhibit  ''C". 

UNIHEALTH  agrees  to  repay  the  AGENCY  the  Five  Thousand  and  no/lOO 
Dollars  (85,000.00)  paid  upon  execution  of  this  Agreement  if  the  AGENCY  does 
not  receive  permits,  hcenses,  HEW  pro\-ider  number  and  other  authorizations 
required  for  the  operation  of  a  home  health  and  home  care  agency  unless  failure 
to  obtain  the  above  is  due  to  neghgence  or  lack  of  dihgence  on  the  part  of  the 
AGENCY. 

This  sum  to  be  repaid  within  thirty  (30)  days  after  final  determinations  that 
such  permits,  Hcenses,  HEW  pro\ader  number  and  other  authorizations  required 
for  operation  of  a  home  health  and  home  care  agency  cannot  be  obtained. 

(n)  To  pav  UNIHEALTH  either  a  minimum  monthly  fee  of  Two  Hundred 
and  no/100  DoUars  (S200.00)  for  each  month  that  this  agreement  is  in  existence, 
after  commencement  of  rendering  of  services  to  patients,  or  a  monthly  fee  equal 
to  seven  (77c)  per  cent  of  the  AGENCY'S  gTOss  bilUngs  for  each  month,  %yhichever 
is  greater,  said  monthly  fee  to  be  paid  to  UNIHEALTH  withan  tlnrty  (30)  days 
after  the  AGENCY'S  submission  of  its  bilhng  to  its  "fiscal  intermediary  for 
pa^-ment  thereof. 

SECTION  FIVE.  NON-COMPETITION 

5.1.  Unihealth  agrees  that  it  wiU  not  offer,  render  or  otherwise  provide  the 
services  contemplated  by  this  agreement  to  any  other  person,  firm  or  corporation 
within  Dade  County,  Florida.  The  foregoing  prohibition  shall  be  in  fuU  force  and 
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effect  during  the  term  of  this  agreement,  except  with  the  consent  of  the  Agency, 
Avhich  consent  shall  not  be  unreasonably  withheld. 

5.2.  The  Agency  agrees  that  neither  it  nor  any  corporation  to  whom  this  agree- 
ment may  be  assigned  pursuant  to  Section  Six  hereof,  nor  any  officer,  director  or 
stockholder  of  such  corporation,  will  offer  any  or  all  of  the  services  which  a  home 
health  agencj^  may  now  offer,  by  law  or  otherwise,  or  which  a  home  health  agency 
may  in  the  future  offer,  by  reason  of  any  applicable  law,  or  otherwise,  except 
through  and  hj  means  of  the  Agency  contemplated  by  Section  One  hereof. 

5.3.  Unihealth  and  the  Agencj^  agree  that,  in  the  event  that  the  Agency,  or  any 
corporation  to  whom  this  agreement  may  be  assigned  pursuant  to  Section  Six 
hereof,  desires  to  establish  any  facility  or  installation  in  the  above-mentioned 
political  subdivisions  to  offer  the  services  of  a  home  health  agency  as  such  services 
are  presently  defined  by  law  or  otherwise,  or  as  such  services  may,  in  the  future 
be  defined,  by  applicabie  law  or  otherwise,  he  may  do  so  upon  the  written  consent 
of  Unihealth,  and  the  terms  and  conditions  hereof  and  obligations  of  the  respective 
parties  hereunder  shall  apply  to  such  facility  or  installation. 

5.4.  The  Agency  agrees  that  for  the  term  of  this  agreement  and  for  a  period  of 
five  years  after  the  termination  thereof,  neither  it  nor  any  person,  firm  or  corpora- 
tion controlled  by  the  Agency  will  offer  the  services  which  are  to  be  rendered  by 
Unihealth  hereunder,  to  any  other  person,  firm  or  corporation. 

SECTION  SIX.  ASSIGNMENT 

0.1,  The  Agency  shall  have  the  option  of  assigning  this  agreement  to  a  corpora- 
tion formed  or  to  be  formed,  providing  that  no  less  than  fifty-one  (51%)  per  cent 
of  the  voting  stock  of  such  corporation  is,  and  continues  to  be  for  the  term  of  this 
agreement,  owned  by  the  Agency  and/or  member  of  his  immediate  familj^.  Such 
assignment  shall  be  accomplished  by  an  appropriate  instrument  of  transfer  and 
the  Board  of  Directors  of  such  corporation  shall,  by  resolution,  duly  adopt  and 
agree  to  be  bound  by  this  agreement.  In  the  event  that  there  is  an  assignment 
pursuant  to  this  Section  Six,  the  Agency  shall,  and  hereby  does,  guarantee  the 
pajanent  of  fees  to  Unihealth  pursuant  to  Section  Four  hereof. 

6.2  The  Agency  may  not  assign  this  agreement  to  any  other  person,  firm  or 
corporation  without  the  express  written  consent  of  Unihealth,  which  consent 
shall  not  be  unreasonably  withheld.  Monies  paid  to  Unihealth  by  the  Agency 
in  consideration  of  this  assignment  will  not  be  more  than  fifty  (50%)  per  cent 
of  the  fee  current  at  the  time  of  the  assignment,  which  fee  at  this  time  is  described 
in  Section  4.1.  and  is  Ten  Thousand  and  no/ 100  ($10,000.00). 

SECTION  SEVEN.  TITLE  OF  UNIHEALTH 

7.1  The  Agenc5'"  agrees  that  nothing  herein  shall  give  it  any  interest  in  the 
corporate  name,  goodwill,  information  systems,  procedures  forms  or  brochures 
supplied  or  to  be  supplied  by  Unihealth  hereunder,  and  use  of  the  foregoing  by 
The  Agency  pursuant  to  the  terms  of  this  agreement  shall  in  no  way  give  The 
Agency  any  right,  title  or  interest  therein. 

7.2  The  Agency  agrees  that  any  copyrightable  material  that  it  may  develop,  or 
may  be  produced  by  it,  or  in  conjunction  with  Unihealth,  in  connection  with  the 
performance  of  this  agreement,  shall  be  the  property  of  Unihealth  and,  in  the  event 
that  The  Agencj^  should  receive  a  copyright  on  any  material  produced  in  con- 
nection with  the  performance  of  this  agreement,  The  Agency  shall  assign  such 
copyright  to  Unihealth  by  an  appropriate  instrument  of  transfer. 

7.3  The  Agency  acknowledges  that  certain  of  the  information  systems,  pro- 
cedures, processes,  techniques  and  ideas,  whether  or  not  patentable  or  copy- 
rightable, are  unique  and  constitute  Unihealth' s  trade  secrets  and  confidential 
material.  The  Agency  agrees  that  during  the  term  of  this  agreement,  it  will  not 
provide  or  disclose  to  any  other  person,  firm  or  corporation,  except  in  the  normal 
course  of  performing  the  services  of  the  Agency,  any  of  such  information  systems, 
procedures,  processes,  techniques,  ideas  and  materials  sold  or  furnished  to  it  by 
Unihealth  hereunder,  nor  will  it  represent  to  any  other  person,  firm  or  corpora- 
tion, that  it  is  the  owner  of  any  of  such  information  systems,  procedures,  processes, 
techniques,  ideas  and  materials. 
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SECTION  EIGHT.  TERM 

8.1  The  term  of  this  agreement  shall  be  twenty-five  (2.5)  years,  with  option  of 
a  renewal  of  an  additional  ten  (10)  years  upon  written  notification  by  the  agency 
within  90  days  prior  to  the  expiration  date  of  this  contract  and  subject  to  the 
same  conditions  as  contained  herein,  unless  sooner  terminated  pursuant  to  the 
provisions  of  Section  Nine  hereof. 

SECTION  NINE.  TERMINATION 

9.1  This  agreement  shall  terminate: 

(i)  Upon  the  mutual  written  consent  of  the  parties  hereto; 

(ii)  If  The  Agency  violates  any  form,  condition  or  agreement  contained  herein 
and  fails  to  commence^  the  correction  of  the  same  within  thirty  (30)  days  of 
written  notice  of  such  violation  and  fails  to  complete  such  correction  with  reason- 
able diligence; 

(iii)  If  The  Agency  or  a  corporation  to  whom  this  agreement  may  be  assigned 
pursuant  to  Section  Six  hereof  is  declared  insolvent,  bankrupt  or  makes  an  as- 
signment for  the  benefit  of  the  creditors. 

9.2  In  the  event  that  this  agreement  terminates,  The  Agency  shall; 

(i)  forthwith  surrender  to  Unihealth  all  rights  and  privileges  granted  to  it 
hereunder,  and  shall  immediately  cease  its  use  of,  and  return  to  Unihealth,  all 
property  belonging  to  Unihealth,  including,  without  limitation,  such  manuals, 
forms,  brochures  and  similar  materials  supplied  to  The  Agency  by 
Unihealth; 

(ii)  immediately  cease  and  discontinue  the  use  of  any  trademarks,  trade  names 
or  copyrights,  designs  or  signs,  the  use  of  which  was  permitted  THE  AGENCY 
hereunder ; 

(iii)  immediately  cease  the  representation  in  whatever  form  that  is  is  affiliated 
with  Unihealth; 

(iv)  not  establish,  create  or  participate  in  any  business  offering  the  services  of 
a  home  health  agency  as  such  services  presently  are,  or  in  the  future  may  be, 
defined  by  any  law  or  otherwise,  within  a  radius  of  fifty  (50)  miles  from  the 
Agency  or  a  facility  established  by  THE  AGENCY  pursuant  to  Section  5.3. 
hereof,  or  any  other  home  health  agency  with  whom  ITnihealth  presently  has,  or 
in  the  future  may  have,  an  agreement  in  effect. 

SECTION  TEN.  RELATIONSHIP  OF  THE  PARTIES 

10.1.  It  is  agreed  that  Unihealth  and  The  Agency  are  each  independent  con- 
tractors and  are  not  and  shall  not  be  agents  of  each  other. 

10.2.  THE  AGENCY  agrees  to  indemnify  and  hold  Unihealth  harmless  from 
any  claims,  or  causes  of  action  that  may  be  brought  against  Unihealth  as  a  result 
of  any  alleged  negligence  on  the  part  of  the  Agency,  its  agents,  employees  and 
officers,  and  further  agrees  to  indemnify  and  hold  Unihealth  harmless  from  any 
governmental  claims  or  proceeding  against  Unihealth  by  virtue  of  The  Agency's 
failure  to  comply  with  any  local,  state  or  federal  law  relating  to  the  conduct  of 
a  home  health  agency.  The  Agency  agrees  that  Unihealth  shall  be  endorsed  on 
all  liability  insurance  coverage  as  their  interest  may  appear. 

SECTION  ELEVEN 

11.1.  Both  parties  to  this  agreement  being  cognizant  of  the  fact  that  a  profitable 
operation  of  the  agency  can  only  be  accomphshed  by  the  attainment  of  certain 
operational  levels,  as  set  forth  in  Schedule  "B"  annexed  hereto  and  made  part 
hereof,  it  is  agreed: 

Should  The  Agency  be  unable  to  attain  the  levels  set  forth  in  Schedule  "B" 
in  accordance  with  the  timetable  therein  contained,  then  Unihealth  shall  have 
the  following  options: 

(i)  to  cancel  this  agreement  in  its  entirety  or  upon  such  terms  as  may  be 
mutually  agreed  upon; 

(ii)  to  substitute  management  with  Unihealth  personnel  for  such  period  of 
time  as  may  be  required  to  attain  the  levels  set  forth  in  Schedule  "B",  provided, 
however,  that  the  cost  of  such  substitution  shall  be  borne  by  The  Agency,  which 
cost  shall  be  based  on  Unihealth's  actual  expense,  including  salaries,  transporta- 
tion and  a  reasonable  per  diem,  where  applicable; 
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(iii)  to  purchase,  at  actual  audited  book  value,  sufficient  voting  stock  of  The 
Agency  to  elect  a  majority  of  The  Agency's  Board  of  Directors,  provided,  however, 
that  at  such  time  as  the  levels  of  attainment  set  forth  in  Schedule  "B"  have 
been  reached,  Unihealth  agTees  to  resell  at  current  actual  audited  book  value, 
such  shares  to  the  original  owners  thereof. 

SECTION  TWELVE.— MISCELLANEOUS 

12.1.  THE  AGENCY  shall  acquire  insurance  coverage,  including: 

(i)  general  Uability  for  owned,  hired  and  non-owned  vehicles  in  an  amount  not 
less  than  One  Hundred  Thousand  and  no/100  DoUars  ($100,000.00)  per  person. 
Three  Hundred  Thousand  and  no/100  Dollars  ($300,000.00)  per  accident; 

(ii)  nurses  professional  liabiUty  for  bodily  injury  or  death,  with  limits  of  at 
least  One  Hundred  Thousand  and  no/100  Dollars/Three  Hundred  Thousand  and 
no/100  DoUars  ($100,000.00/$300,000.00) ; 

(iii)  such  workmen's  compensation  coverage  as  in  the  opinion  of  The  Agency  or 
its  underwriters,  is  adequate. 

12.2.  This  Agreement  shall  be  divisible,  any  provisions  herein  held  to  be  viola- 
tive of  any  applicable  law,  statute  and  valid  regulation  of  any  governmental 
agency,  shall  only  affect  the  portion  of  this  Agreement  in  conflict  therewith,  the 
remaining  portions  of  this  Agreement  to  continue  in  full  force  and  effect. 

12.3.  Unihealth  shall  have  the  right  to  examine  and  audit  The  Agency's  books, 
records  and  accounts  in  order  to  verify  and  determine  The  Agency's  compliance 
with  the  terms  of  this  Agreement. 

12.4.  Any  disputes  arising  out  of  or  concerning  this  Agreement  shall  be  settled  by 
the  American  Arbitration  Association  in  New  Orleans,  in  accordance  with  the 
rules  and  regulations  then  pertaining,  except  that  nothing  herein  contained  shall 
deprive  the  parties  of  their  right  to  any  equitable  relief  to  which  they  might  other- 
wise be  entitled;  the  decision  of  the  American  Arbitration  Association  shall  be 
binding  upon  both  parties  and  may  be  entered  as  a  court  judgment  or  decree  for 
enforcement  thereof. 

12.5.  This  agreement  contains  all  the  agreements,  representations  and  conditions 
made  by  or  between  the  parties  hereto.  Neither  party  shall  be  liable  for  any 
representation  made  unless  set  forth  herein.  This  agreement  may  not  be  modified 
orally,  and  any  changes  or  modification  hereof  must  be  in  writing  signed  by  the 
parties  hereto. 

In  Witness  Whereof,  the  parties  have  hereunto  set  their  hands  and  seals  this 
29th  day  of  December,  1970. 

Unihealth  Services  Corp., 
By  Richard  P.  Brown, 

Executive  Vice  President. 
Paul  Mass. 

Witnesses:   McLean. 

A.  Bernard  Mass. 

Exhibit  "A" 

The  following  is  a  list  of  documents  and  services  that  will  be  produced  as  part  of 
the  standard  data  processing  package  for  participating  home  health  agencies: 

1.  Patient  billing 

2.  Billing  to  fiscal  intermediary  (Form  1487) 

3.  Cash  Receipts  Journal 

4.  Fee  Journal 

5.  Patient  Ledger 

6.  Adjustment  Journal 

7.  Daily  Home  Health  Aide  Schedule 

8.  Weekly  Home  Health  Aide  Schedule 

9.  Statistical  Pi^eports  to  be  used  in  com.pleting  the  annual  cost  report  to  the 
fiscal  intermediary. 
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EXHIBIT  C 

New  Orleans,  La. 
 ,  19-. 

I  promise  to  pay  to  the  order  of  Unihealth  Services  Corporation  at  Gretna, 
Louisiana,  Five  Thousand  and  no/100  Dollars  ($5,000.00),  payable  to  twelve  (12) 

equal,  monthly  installments  of  ;  beginning  with  the  first 

payment  due  on  ,  19__;  with  the  twelfth  and  final  install- 
ment due  ,  19__,  in  the  sum  of  ,  with 

interest  at  the  rate  then  available  to  Unihealth,  but  not  to  exceed  eight  and  one- 
half  (8->^%)  per  cent  per  annum  from  date. 

Failure  to  pay  any  installment  when  due  shall  automatically  mature  all  of  the 
remaining  installments.  Maker  agrees  to  pay  twenty  (20%)  per  cent  attorney's 
fees  if  this  note  is  placed  in  the  hands  of  an  attorney  for  collection  after  maturity. 


Agreement 

AGREEMENT  made  this  7th  day  of  July  1971,  between  UNIHEALTH 
SERVICES  CORPORATION  (hereinafter  referred  to  as  "UNIHEALTH") 
and  Bernard  Shaper  or  assigns  (hereinafter  referred  to  as  "THE  AGENCY"). 

WHEREAS,  UNIHEALTH  has  developed  forms,  systems,  manuals,  pro- 
cedures and  data  processing  systems  uniquely  suited  to  and  designed  for  the 
efficient  operation  of  a  home  health  agency;  and, 

WHEREAS,  UNIHEALTH  is  capable  of  providing  data  processing,  account- 
ing and  other  consultation  services;  and 

W^HEREAS,  THE  AGENCY  desires  to  utihze  said  capabilities,  for  the  pur- 
pose of  establishing  and  operating  a  home  health  agency  as  that  term  is  defined 
in  the  Social  Security  Act; 

NOW  THEREFORE,  in  consideration  of  the  mutual  covenants  and  under- 
takings hereinafter  set  forth,  the  parties  hereto  agree  as  follows: 

SECTION  ONE.  ESTABLISHMENT  OF  A  HOME  HEALTH  AGENCY 

1.1  THE  AGENCY  shall,  with  the  assistance  of  UNIHEALTH  as  hereinafter 
set  forth,  establish  a  "home  health  agency",  as  that  term  is  defined  in  the  Social 
Security  Act,  the  rules  and  regulations  promulgated  thereunder,  and  any  state 
law  which  may  be  applicable  thereto. 

1.2  THE  AGENCY  shall  be  established,  operated  and  maintained  in  accord- 
ance with  the  terms  of  this  agreement. 

1.3  THE  AGENCY  agrees  that  the  agency  will  be  established  and  maintained 
in  accordance  with  the  regulations  pertaining  to  home  health  agencies  now  or 
hereafter  existing,  promulgated  by  the  United  States  Department  of  Health,  Edu- 
cation and  Welfare,  commonly  known  now  as  "Conditions  of  Participation  Home 
Health  Agencies"  (hereinafter  referred  to  as  "the  Conditions"),  a  copy  of  which, 
in  booklet  form  has  been  supplied  to  THE  AGENCY  and  with  which  it  is  familiar. 

1.4.  THE  AGENCY  shall  provide  such  services  to  the  pubhc  as  may  be  pro- 
vided by  a  home  health  agency  according  to 

(i)  the  Conditions; 

(ii)  the  provisions  contained  in  the  "Home  Health  Agency  Manual"  published 
by  the  United  States  Department  of  Health,  Education  and  Welfare,  a  copy  of 
which  has  been  previously  supphed  to  THE  AGENCY  and  with  which  it  is 
familiar; 

(iii)  Any  apphcable  state  or  local  law,  or  regulation ; 

or  as  any  of  the  above  may  be,  from  time  to  time,  supplemented  or  amended. 

SECTION  TWO.  UNIHEALTH  SERVICES 

2.1.  UNIHEALTH  agrees  to  provide,  in  connection  with  the  estabhshment  and 
maintenance  of  the  Agency,  for  the  term  of  this  agreement,  the  following  services 
and/or  supplies: 

(i)  UNIHEALTH  wiU  assist  THE  AGENCY  in  the  selection  of  location (s)  for 
the  Agency  to  the  extent  that  THE  AGENCY  reasonably  requests  such  assistance ; 

(ii)  UNIHEALTH  will  participate  in  the  budget  preparations  for  the  Agency, 
as  well  as  in  interim  for  negotiations  to  the  extent  reasonably  requested  by  THE 
AGENCY;  UNIHEALTH  will  establish  for  THE  AGENCY,  financial  and  statis- 
tical reporting  materials  and  procedures,  according  to  customary  UNIHEALTH 
standards  and  methods; 
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(iii)  UNIHEALTH  wiU  assist  THE  AGENCY  in  the  preparatioQ  of  all  local, 
state  and  federal  (HE^\)  applications,  licenses,  permits  and  forms,  together  with 
any  renewals  or  supplements  thereto,  necessary  or  appropriate  for  the  establish- 
ment and  conduct  of  the  Agency; 

(iv)  UNIHEALTH  will  make  available  to  THE  AGENCY'S  counsel  and  ac- 
countants such  assistance  as  may  be  reasonably  requested  in  the  organization  and 
establishment  of  the  Agency. 

(v)  UNIHEALTH  will  train  and  assist  THE  AGENCY'S  executive  personnel; 
which  shall  include  the  Executive  Director  and  the  Nurse  Director.  Such  training 
wiU  be  conducted  in  New  Orleans,  Louisiana  for  a  period  of  not  less  than  forty  (40j 
hours;  the  expenses  of  such  training  to  be  paid  by  UNIHEALTH  except  for  the 
costs  of  transportation,  to  and  from,  and  subsistence  and  quarters  of  personnel 
during  the  training  sessions; 

(vi)  UNIHEALTH  will  assist,  to  the  extent  reasonably  requested,  in  the  estab- 
lishm.ent  of  the  Agency's  office  facilities  and  operating  procedures;  including,  with- 
oui  limitation,  the  installation  of  forms,  systems,  procedures,  training  programs 
and  pre-employment  testing,  the  substance  and  manner  of  vrhich  shall  be  in  the 
form  customarily  supplied  by  UNIHEALTH  to  its  affiliated  agencies; 

(vii)  UNIHEALTH  wiU,  during  the  term  of  this  agreemaent,  be  available  for 
telephone  consultation  during  normal  working  hours,  on  matters  relating  to  the 
conduct  of  the  Agencv; 

(viii)  UNIHEALTH  will  conduct  on-site  visits  to  THE  AGENCY,  not  less 
than  three  (3)  times  during  the  ffi-st  six  months  of  THE  AGENCY'S  actual 
operation  and  not  less  than  once  every  three  (3)  months  thereafter,  for  the  purpose 
of  providing  on-site  consultation; 

(ix)  UNIHEALTH  will  provide  training  programs  and  seminars  annually  for 
executive  and  administrative  personnel  of  the  Agency  to  be  conducted  at  New 
Orleans,  Louisiana,  such  programs  and  seminars  to  be  at  UNIHEALTH'S 
expense,  except  for  the  expenses  of  transportation  to  and  from  and  subsistence 
and  quarters  of  personnel  during  such  programs  and  seminars. 

(x)  UNIHEALTH  shall  provide  data  processing  and  accounting  systems  as  more 
full}'  described  in  Exhibit  "A" ; 

(?:i)  UNIHEALTH  shall  provide  a  set  of  manuals  consisting  of  Nurse's  Manual, 
Accounts  Receivable  ^Manual,  Forms  jNIanual,  Administrative  Procedure  Manual, 
Home  Health  Aide  ^lanual  and  Diet  Manual. 

(xii)  UNIHEALTH  will  assist  in  the  development  of  the  AGENCY'S  business 
by  consultation  during  the  initial  three  on-site  visits  (as  outlined  in  subsection 
viii) ;  b}^  providing  formats  for  ethical  promotional  activities;  by  proxiding  a  slide 
presentation,  with  script,  for  a  community  awareness  program;  and  be  available 
for  other  assistance  to  the  extent  that  the  AGENCY  reasonably  requests  such 
assistance. 

SECTIOX  THREE.  OBLIGATIONS  OF  THE  AGENCY 

3.1  THE  AGENCY  shaU,  with  the  assistance  of  UNIHEALTH,  as  set  forth 
herein,  obtain,  execute  and  file  all  local,  state  and  federal  applications,  licenses 
and  permits  needed  by  THE  AGENCY  to  carry  on  the  business  of  a  home  health 
agency  and  to  pro\dde  the  services  called  for  thereby.  THE  AGENCY  shall  main- 
tain a'U  such  applications,  hcenses  and  am.endments  to  such  applications,  licenses 
and  permits  as  may  be  required  by  law,  rule  or  regulation,  and  shall  do  all  things 
necessary  to  comply  with  any  such  law,  rule  or  regulation  now  existing,  or  here- 
inafter enacted,  apphcable  to^  the  conduct  of  a  home  health  agency. 

3.2.  THE  AGENCY  shaU  purchase  from  UNIHEALTH  for  the  Agency,  as 
needed,  copies  of  UNIHEALTH'S  Nurse's  Manual,  Accounts  Receivable  ]NLanual, 
Forms  Manual,  Administrative  Procedure  Manual,  Home  Health  Aide  ^Manual, 
and  Diet  Manual  at  a  price  equal  to  UNIHEALTH'S  cost,  plus  fifteen  (157c) 
percent,  F.O.B.  New^  Orleans. 

3.3.  THE  AGENCY  shall  use  such  data  processing  systems  as  are  furnished  to 
THE  AGENCY  for  the  efficient  conduct  of  the  Agency,  including  the  installation 
of  a  terminal  or  communications  device  to  be  furnished  to  the  Agency  by  UNI- 
HEALTH w^hen  deemed  desirable  bv  UNIHEALTH  (instaUation  charges  to  be  at 
the  expense  of  UNIHEALTH).  Such  data  processing  shall  include  the  documents 
and  services  set  forth  on  Exhibit  "A"  annexed  hereto. 

3.4  THE  AGENCY  shall  purchase  from  UNIHEALTH  such  business  forms, 
materials  and  programs  for  the  conduct  of  the  Agency  as  shall  customarily  be 
produced  by  UNIHEALTH  for  the  conduct  of  a  home  health  agency  at  a  price 
equal  to  UNIHEALTH'S  production  cost  plus  fifteen  (15%)  per  cent,  F.O.B. 
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New  Orleans.  The  AGENCY  shall  be  entitled  to  conduct,  at  its  own  expense,  a 
cost  audit  to  verify  UNIHEALTH'S  production  cost,  such  audit  to  be  upon 
reasonable  notice  and  without  interfering  with  the  normal  conduct  of  UNI- 
HEALTH'S business. 

3.5  THE  AGENCY  shall  employ,  train  and  supervise  a  staff,  competent  to 
provide  all  the  services  of  the  Agency  in  conformity  with  the  standards  now  or 
hereafter  prescribed  by  any  law,  rule  or  regulation  which  may  be  applicable  to 
the  operation  of  the  Agency. 

3.6  THE  AGENCY  shall  maintain  accurate  books  and  records  of  the  business 
of  the  Agency  and  shall  permit  representatives  of  UNIHEALTH  to  examine  the 
same  upon  reasonable  notice  to  do  so,  and  without  interfering  with  the  normal 
conduct  of  AGENCY'S  business. 

3.7  THE  AGENCY  shall  use  its  best  efforts  to  achieve  the  highest  possible 
reputation  as  to  the  services  offered  by  the  Agency  and  shall  not  permit  its 
employees  to  make  any  representation  or  conduct  themselves  in  any  manner 
that  would  be  detrimental  to,  or  reflect  adversely  upon,  the  reputation  of 
UNIHEALTH. 

3.8  THE  AGENCY  shall  conduct  business  under  a  name  which  is  indicative 
generally  of  the  services  offered  by  the  Agency  and  shall  use  such  distinctive 
labels,  letterheads,  designs,  decors,  signs  and  displays  in  the  conduct  of  its  business 
as  shall  reflect  the  foregoing.  Whenever  such  labels,  letterheads,  designs,  decors, 
signs  or  displays  are  used  by  the  AGENCY,  they  shall  bear  the  notation  that  the 
Agency  is  an  afifiliate  of  UNIHEALTH,  or  is  affiliated  with  UNIHEALTH,  or  shall 
bear  words  of  similar  import  approved  by  UNIHEALTH. 

3.9  THE  AGENCY  shall  not  use  the  forms,  manuals,  brochures,  and  other 
materials  purchased  from  UNIHEALTH  for  any  purpose  other  than  the  operation 
of  the  Agency  and  shall  not  allow  or  permit  such  forms,  manuals,  brochures  and 
other  materials  to  be  copied  for  any  purpose  without  the  written  consent  of 
UNIHEALTH. 

3.10  THE  AGENCY  shall  at  all  times  operate  the  Agency  in  accordance  with 
the  highest  professional  standards  relating  thereto. 

SECTION  FOUR.  MANAGEMENT  AND   CONSULTATION  FEE 

4.1  In  consideration  of  the  services  to  be  provided  by  UNIHEALTH  hereunder, 
the  AGENCY  agrees  to  compensate  UNIHEALTH  as  follows: 

(i)  To  pay  UNIHEALTH  the  sum  of  Twelve  Thousand  Five  Hundred  and 
no/100  Dollars  ($12,500.00)  upon  execution  of  this  Agreement. 

UNIHEALTH  agrees  to  repay  the  AGENCY  the  Twelve  Thousand  Five 
Hundred  and  no/100  DoUars  ($12,500.00)  paid  upon  execution  of  this  Agreement 
if  the  AGENCY  does  not  receive  permits,  licenses,  HEW  provider  number  and 
other  authorizations  required  for  the  operation  of  a  home  health  agency  unless 
failure  to  obtain  the  above  is  due  to  negligence  of  lack  of  diligence  on  the  part  of 
the  AGENCY. 

(ii)  To  pay  UNIHEALTH  either  a  minimum  monthly  fee  for  each  month 
that  this  agreement  is  in  existence,  after  commencement  of  rendering  of  services 
to  patients,  such  minimum  monthly  fee  to  be  Two  Hundred  and  no/ 100  Dollars 
($200.00)  for  the  first  six  months  and  Four  Hundred  and  no/100  Dollars  ($400.00) 
per  month  thereafter,  or  a  monthly  fee  equal  to  seven  (7%)  per  cent  of  the  Agencj'^'s 
gross  billings  for  each  month,  whichever  is  greater,  said  monthly  fee  to  be  paid  to 
UNIHEALTH  within  thirty  (30)  days  after  the  Agency's  submission  of  its  billing 
to  its  "fiscal  intermediary"  for  payment  thereof. 

SECTION  FIVE.  NON-COMPETITION 

5.1.  UNIHEALTH  agrees  that  it  will  not  offer,  render  or  otherwise  provide 
the  services  contemplated  by  this  agreement  to  any  other  person,  firm  or  corpora- 
tion within  Philadelphia  County,  Pennsylvania.  The  foregoing  prohibition  shall 
be  in  full  force  and  effect  during  the  term  of  this  agreement,  except  with  the 
consent  of  the  AGENCY,  which  consent  shall  not  be  unreasonably  withheld. 

5.2.  THE  AGENCY  agrees  that  neither  it  nor  any  corporation  to  whom  this 
agreement  may  be  assigned  pursuant  to  Section  Six  hereof,  nor  any  oflacer, 
director  or  stockholder  of  such  corporation,  will  offer  any  or  all  of  the  services 
which  a  home  health  agency  may  now  offer,  by  law  or  otherwise,  or  which  a  home 
health  agency  may  in  the  future  offer,  by  reason  of  any  applicable  law,  or  otherwise, 
except  through  and  by  means  of  the  Agency  contemplated  by  Section  One  hereof. 
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5.3.  UNIHEALTH  and  THE  AGENCY  agree  that,  in  the  event  that  THE 
AGENCY,  or  any  corporation  to  whom  this  agreement  may  be  assigned  pursuant 
to  Section  Six  hereof,  desires  to  establish  any  facility  or  installation  in  the  above- 
mentioned  pohtical  subdivisions  to  offer  the  services  of  a  home  health  agency  as 
such  services  are  presently  defined  by  law  or  otherwise,  or  as  such  services  may, 
in  the  future  be  defined,  by  applicable  law  or  otherwise,  it  may  do  so  upon  the 
wTitten  consent  of  UNIHEALTH,  and  the  terms  and  conditions  hereof  and 
obhgations  of  the  respective  parties  hereunder  shall  apply  to  such  facility  or 
installation. 

5.4.  THE  AGENCY  agrees  that  for  the  term  of  this  agreement  and  for  a  period 
of  five  years  after  the  termination  thereof,  neither  it  nor  any  person,  firm  or 
corporation  controlled  by  THE  AGENCY  will  offer  the  services  which  are  to  be 
rendered  by  UNIHEALTH  hereunder,  to  any  other  person,  firm  or  corporation. 

SECTION  SIX.  ASSIGNMENT 

6.1.  THE  AGENCY  may  not  assign  this  agreement  to  any  other  person,  firm 
or  corporation  without  the  express  written  consent  of  UNIHEALTH. 

SECTION  SEVEN.  TITLE  OF  UNIHEALTH 

7.1.  THE  AGENCY  agrees  that  nothing  herein  shall  give  it  any  interest  in 
the  corporate  name,  goodwill,  information  systems,  procedures,  forms  or  brochures 
supplied  or  to  be  supplied  by  UNIHEALTH  hereunder,  and  use  of  the  foregoing 
by  THE  AGENCY  pursuant  to  the  terms  of  this  agreement  shall  in  no  way  give 
THE  AGENCY  any  right,  title  or  interest  therein. 

7.2.  THE  AGENCY  agrees  that  any  copyrightable  material  that  it  may  develop, 
or  may  be  produced  b}^  it,  or  in  conjunction  with  UNIHEALTH,  in  connection 
with  the  performance  of  this  agreement,  shaU  be  the  property  of  UNIHEALTH 
and,  in  the  event  that  THE  AGENCY  should  receive  a  copyright  on  any  material 
produced  in  connection  with  the  performance  of  this  agreement,  THE  AGENCY 
shall  assign  such  copyright  to  UNIHEALTH  by  an  appropriate  instrument  of 
transfer. 

7.3.  THE  AGENCY  acknowledges  that  certain  of  the  information  sj^stems, 
procedures,  processes,  techniques  and  ideas,  whether  or  not  patentable  or  copy- 
rightable, are  unique  and  constitute  UNIHEALTH' S  trade  secrets  and  confi- 
dential material.  THE  AGENCY  agrees  that  during  the  term  of  tliis  agreement, 
it  will  not  provide  or  disclose  to  any  other  person,  firm  or  corporation,  except  in 
the  normal  course  of  performing  the  services  of  the  Agency,  any  of  such  informa- 
tion systems,  procedures,  processes,  techniques,  ideas  and  materials  sold  or 
furnished  to  it  by  UNIHEALTH  hereunder,  nor  will  it  represent  to  any  other 
person,  firm  or  corporation,  that  it  is  the  owner  of  any  of  such  information  systems, 
procedures,  processes,  techniques,  ideas  and  materials. 

SECTION  EIGHT.  TERM 

8.1.  The  term  of  this  agreement  shall  be  thirt3^-five  (35)  years,  unless  sooner 
terminated  pursuant  to  the  provisions  of  Section  Nine  hereof. 

SECTION  NINE.  TERMINATION 

9.1.  This  agreement  shall  terminate: 

(i)  Upon  the  mutual  written  consent  of  the  parties  hereto; 

(ii)  If  THE  AGENCY  violates  any  term,  condition  or  agreement  contained 
herein  and  fails  to  commence  the  correction  of  the  same  within  thirty  (30)  days 
of  written  notice  of  such  violation  and  fails  to  complete  such  correction  with 
reasonable  diligence; 

(iii)  If  THE  AGENCY  or  a  corporation  to  whom  this  agreement  may  be 
assigned  pursuant  to  Section  Six  hereof  is  declared  insolvent,  bankrupt  or  makes 
an  assignment  for  the  benefit  of  the  creditors. 

9.2.  In  the  event  that  this  agreement  terminates,  THE  AGENC\  shall: 

(1)  forthwith  surrender  to  UNIHEALTH  all  rights  and  privileges  granted  to  it 
hereunder,  and  shall  immediately  cease  its  use  of,  and  return  to  UNIHEALTH,  all 
property  belonging  to  UNIHEALTH,  including,  without  limitation,  such  man- 
uals, forms,  brochures  and  similar  materials  supplied  to  THE  AGENCl  by 
UNIHEALTH; 
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(ii)  immediately  cease  and  discontinue  the  use  of  any  trademarks,  trade  names 
or  copyrights,  designs  or  signs,  the  use  of  which  was  permitted  THE  AGENCY 
hereunder; 

(iii)  immediately  cease  the  representation  in  whatever  form  that  it  is  affiliated 
with  UNIHEALTH; 

(iv)  not  establish,  create  or  participate  in  any  business  offering  the  services  of 
a  home  health  agency  as  such  services  presently  are,  or  in  the  future  may  be, 
defined  by  any  law  or  otherwise,  within  a  radius  of  fifty  (50)  miles  from  the  Agency 
or  a  facility  established  by  THE  AGENCY  pursuant  to  Section  5.3.  hereof,  or 
any  other  home  health  agenc.y  with  whom  UNIHEALTH  presently  has,  or  in  the 
future  may  have,  an  agreement  in  effect. 

SECTION  TEN.  RELATIONSHIP  OF  THE  PARTIES 

10.1.  It  is  agreed  that  UNIHEALTH  and  THE  AGENCY  are  each  independ- 
ent contractors  and  are  not  and  shall  not  be  agents  of  each  other. 

10.2.  THE  AGENCY  agrees  to  indemnify  and  hold  UNIHEALTH  harmless 
from  any  claims,  or  causes  of  action  that  may  be  brought  against  UNIHEALTH  as 
a  result  of  any  alleged  negligence  on  the  part  of  THE  AGENCY,  its  agents, 
employees  and  officers,  and  further  agrees  to  indemnifj^  and  hold  UNIHEALTH 
harmless  from  any  governmental  claims  or  proceedings  against  UNIHEx\LTH 
by  virtue  of  THE  AGENCY's  failure  to  comply  with  any  local,  state  or  federal 
law  relating  to  the  conduct  of  a  hom.e  health  agenc}^  THE  AGENCY  agrees 
that  UNIHEALTH  shall  be  endorsed  on  all  liability  insurance  coverage  as  their 
interest  may  appear. 

SECTION  ELEVEN.  PEFRORMANCE  LEVELS 

11.1.  Both  parties  to  this  agreement  being  cognizant  of  the  fact  that  a  profitable 
operation  of  the  agency  can  onh^  be  accomplished  by  the  attainment  of  certain 
operational  levels,  as  set  forth  in  Schedule  ''B"  annexed  hereto  and  made  part 
hereof,  it  is  agreed: 

Should  THE  AGENCY  be  unable  to  attain  the  levels  set  forth  in  Schedule  ''B" 
in  accordance  with  the  timetable  therein  contained,  then  UNIHEALTH  shall  have 
the  following  options : 

(i)  to  cancel  this  agreement  in  its  entirety  or  upon  such  terms  as  may  be  mutually 
agreed  upon ; 

(ii)  to  substitute  management  with  UNIHEALTH  personnel  for  such  period  of 
time  as  may  be  required  to  attain  the  levels  set  forth  in  Schedule  ''B"  provided, 
however,  that  the  cost  of  such  substitution  shall  be  borne  hy  THE  AGENCY, 
which  cost  shall  be  based  on  UNIHEALTH's  actual  expense,  including  salaries, 
transportation  and  a  reasonable  per  diem,  where  applicable; 

(iii)  to  purchase,  at  actual  audited  book  value,  sufficient  voting  stock  of  THE 
AGENCY  to  elect  a  m.ajority  of  THE  AGENCY's  Board  of  Directors,  provided 
however,  that  at  such  time  as  the  levels  of  attainment  set  forth  in  Schedule  ''B" 
have  been  reached,  UNIHEALTH  agrees  to  resell  at  current  actual  audited 
book  value,  such  shares  to  the  original  owners  thereof. 

SECTION  TWELVE.  MISCELLANEOUS 

12.1.  THE  AGENCY  shall  acquire  insurance  coverage,  including: 

(i)  general  liability  for  owned,  hired  and  non-owned  vehicles  in  an  amount  not 
less  than  One  Hundred  Thousand  and  no/ 100  Dollars  ($100,000.00)  per  person, 
Three  Hundred  Thousand  and  no/100  DoUars  ($300,000.00)  per  accident; 

(n)  nurses  professional  liability  for  bodily  injury  or  death,  with  limits  of  at 
least  One  Hundred  Thousand  and  no/ 100  Dollars/Three  Hundred  Thousand  and 
no/100  Dollars  ($100,000.00/$300,0C0.00) ; 

(iii)  such  workmen's  compensation  coverage  as  in  the  opinion  of  the  agency  or 
its  underwriters,  is  adequate. 

12.2.  This  Agreement  shall  be  divisible,  any  provisions  herein  held  to  be  viola- 
tive of  any  apphcable  law,  statute  and  vahd  regulation  of  any  governmental 
agency,  shall  only  affect  the  portion  of  this  Agreement  in  conflict  therewith,  the 
remaining  portions  of  this  Agreement  to  continue  in  full  force  and  effect. 

12.3.  Unihealth  shall  have  the  right  to  examine  and  audit  the  agency's  books, 
records  and  accounts  in  order  to  verify  and  determine  the  agency's  comxpliance 
with  the  terms  of  this  Agreement. 


35 


uJfd'  A^I-'^'^^^^u-f'!"'^"  concerning  this  Agrocmont  shall  bo  sottlr-d 

^^^^  Ps^n^Tpan^f  ^  ^^V*^^^  Association  in  New  Orleans,  in  accordance  with  the 
nlrufp  15  then  pertaining,  except  that  nothing  herein  contained  shall 

deprive  the  parties  of  their  right  to  any  equitable  relief  to  which  they  might 
otherwise  be  entitled;  the  decision  of  the  American  Arbitration  Association  shall 

?or  tfo'cfmeK^e^^^^^^^  "^"^  ^  ^^^^^^  ^^^^^^^-^  -  ^'--^ 

12.5.  This  agreement  contains  all  the  agreements,  representations  and  condi- 
tions made  by  or  between  the  parties  hereto.  Neither  partv  shall  be  liable  for  any 
representation  made  unless  set  forth  herein.  This  agreement  may  not  be  modified 
parties  herefo""*^  changes  or  modification  hereof  must  be  in  writing  signed  by  the 

Tth^d^^^ofTuly^igT/'        P^^*^^^  ^^^ve  hereunto  set  their  hands  and  seals  this 

Unihealth  Services  Corp., 
By  W.  N.  Brown. 

„T.x  Bernard  Shapiro. 

Witnesses: 

G.  K.  Chavis. 
Early  O.  Leper. 

Exhibit  "A" 

The  following  is  a  list  of  documents  and  services  that  will  be  produced  as  part 
of  the  standard  data  processing  package  for  participating  home  health  agencies: 

1.  Patient  biUing 

2.  BiUing  to  fiscal  intermediary  (Form  1487) 

3.  Cash  Receipts  Journal 

4.  Fee  Journal 

5.  Patient  Ledger 

6.  Adjustment  Journal 

7.  Daily  Home  Health  Aide  Schedule 

8.  Weekly  Home  Health  Aide  Schedule 

9.  Statistical  Reports  to  be  used  in  completing  the  annual  cost  report  to  the 
fiscal  intermediary. 

1-  -Patient  Billing — Unihealth  prepares  patient  bilhngs,  sends  them  back  to 
HHA,  then  HHA  checks  them  to  start  of  care  notices,  then  IIHA  submits  bills 
to  Baltimore. 

2.  Unihealth  prepares  1487  and  1483  bilhng  forms 

3.  Patient  Register  and  Fee  Journal 

4.  Patient  Ledger — printout  of  ail  charges 

5.  Adj.  Journal— Error  adjustments  by  computer 

6  and  7=  Each  aide  and  cash  patient — where  they  were  each  day 
8.  Unihealth  prepares  cost  report. 

EXHIBIT  B 
OPERATING  LEVEL  REQUIREMENTS 


Month 


1st  2d  3d  4th  5th  6th  7th  8th  9th  10th  Uth  12th  Total 

Active  patients                           5  10  15  20  25  30  35  40  45  50  55  60  390 

Nurse  visits..                            25  50  75  100  125  150  175  200  225  250  275  300  1,950 

Aide  visits                                 49  97  146  195  244  292  341  390  439  487  536  585  3,801 

Paramedical  visits..                      3  6  9  13  16  19  22  26  29  32  35  39  249 


Mr.  Vanik.  Are  the  Visiting  Nurse  Associations  havins:  prol^loms 
retaining  their  people  in  Hght  of  this  competition  or  are  they  a])k^  to 
maintain  quahfied  personnel  without  offering  sofas,  without  offering 
automobiles,  without  offering  a  lot  of  fringes?  Are  they  ablo  to  compete 
successfully  in  the  nursing  skills  market? 
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Mr.  Markin.  We  have  had  several  complaints  since  we  have  been 
looking  into  the  HHA  area  of  the  private  nonprofits  or  the  pro- 
prietaries pirating  the  employees  of  the  VNAs. 

Mr.  Vanik.  Hiring  people  away  from  the  VNA? 

Mr.  Makkin.  That  is  right. 

Mr.  Vanik.  What  kind  of  employees  do  HHA's  need?  What  kind  of 
people  are  needed  for  home  health? 

Mr.  Markin.  Many  of  them  employ  practical  nurses,  registered 
nurses,  physical  and  occupational  therapists  and  home  health  aides. 
Some  don't  have  all  of  them  on  salary,  but  they  contract  with  them. 

Mr.  Vanik.  Where  do  the  private  nonprofit  groups  get  their  em- 
ployees? 

Mr.  Markin.  Many  of  them  are  hired  away  from  the  local  Visiting 
Nurse  Associations.  That  is  because  they  usually  pay  a  higher  wage 
than  the  VNA's. 

A  local  VNA  in  Florida  stated  before  Senator  Chiles,  that  she  was  in 
the  public  health  field  since  1941,  graduating  with  a  degree  in  public 
health  and  had  long  been  involved  in  home  health  care  ever  since  her 
graduation.  She  said  she  lost  a  nurse  from  her  staff  to  a  private  health 
care  agency.  This  nurse  was  out  of  school  1  year.  She  did  have  a  degree. 
At  that  time,  the  director  was  making  a  yearly  salary  of  $15,400  and 
this  nurse  with  onlj  1  year's  experience  went  to  work  for  the  private 
agency  for  a  salary  of  $18,000.  That  is  one  example. 

Mr.  Vanik.  When  3^ou  compare  the  VNA  with  private  agencies, 
proprietary  agencies,  do  you  see  the  same  sort  of  structural  set-up  at 
the  VNA  administration  as  the  private  agencies,  the  administrative 
set-up? 

Mr.  Markin.  Within  the  administrative  setup  of  a  private  nonprofit 
or  proprietary  HHA  there  are  normally  more  top  level  administrative 
positions. 

Mr.  Vanik.  With  legal  services  and  so  on  distributed  across-the- 
board? 

Mr.  Markin.  Eight. 

Mr.  Vanik.  What  about  insurance?  Is  there  an  insurance  problem 
here  in  the  deliver}^  of  home  health  care? 

Mr.  Markin.  Do  3^ou  mean  insurance  for  employees? 

Mr.  Vanik.  No,  I  am  talking  about  insuring  the  home  health  serv- 
ices for  the  individual.  I  am  talking  about  a  casualty  insurance  prob- 
lem. I  am  talking  about  claiming  improper  services. 

Mr.  Markin.  We  have  seen  from  BHI  reports  and  from  Mr. 
Kichard's  earlier  testimony  that  the  Atlanta  BHI  office  has  investi- 
gated seven  HHA's  in  Florida,  once  the  situation  became  uncovered, 
and  BHI  found  that  anywhere  from  11  to  50.3  percent  of  the  services 
that  they  checked  should  not  have  been  paid  for  because  they  were 
either  medically  unnecessary  or  the  person  did  not  qualify  for  home 
health  care. 

One  of  the  qualifications  is  a  person  is  supposed  to  be  homebound. 
HHA's  almost  have  to  make  an  appointment  to  get  the  person  to 
stay  at  home  so  they  can  render  a  service  to  them.  So  there  are  many 
services  from  what  we  have  seen  from  the  BHI  reports  where  there  is 
over  utilization,  inappropriate  and  medically  unnecessary  services 
being  rendered. 
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Mr.  Vanik.  Do  you  have  a  report  of  those  which  are  homebourul 
and  those  which  are  not?  Is  there  a  quick  way  of  findinc?  out  who  is 
not  available  for  home  services  because  they  may  be  in  Florida  or 
some  other  place? 

Mr.  Markin.  The  way  a  person  would  be  referred  to  a  home  health 
agency  is  by  a  physician,  but  they  are  supposed  to  meet  the  home- 
bound  requu-ements.  Most  of  these  patients  who  are  on  home  health 
care  have  spent  a  3-day  prior  stay  in  a  hospital. 

Mr.  Vanik.  In  your  analysis,  have  you  found  any  physician  involve- 
ment in  the  proprietary  and  private  nonprofit  HHA's? 

Mr.  Markin.  Yes,  many  own  their  own  health  home  agencies. 

Mr.  Vanik.  Are  there  cases  where  the  doctor  owns  the  home  health 
care  agency  completely? 

Mr.  Markin.  Yes.  A  physician  in  Indiana  recently  opened  his  own 
HHA. 

Mr.  Vanik.  Does  he  have  profit  or  nonprofit  status? 

Mr.  Markin.  He  has  a  nonprofit  status  obtained  through  the  IRS. 

Mr.  Vanik.  That  is  pretty  easy  to  come  by? 

Mr.  Markin.  Yes. 

Mr.  Vanik.  Do  States  require  an  HHA  to  obtain  a  certificate  of 
need  to  go  into  business  and  is  this  done  so  that  those  HHA's  that 
are  already  in  business  can  control  the  market? 

Mr.  Markin.  Some  States  do  require  a  certificate  of  need.  The  basis 
of  a  certificate  of  need  is  good.  It  should  be  administered  by  a  State 
health  planning  agency,  let's  say  that  if  a  particular  individual  wanted 
to  open  up  another  HHA  in  Miami  of  which  there  are  already  19,  the 
planning  agency  would  say  no,  we  don't  need  another  HHA  in  this 
area  of  Florida. 

Overproliferation  of  HHA's  in  a  given  location  causes  duplication 
of  administrative  overhead  vfhich  is  ultimatelv  borne  by  medicare. 
Mr.  Clancy? 

Mr.  Clancy.  Are  these  people  who  receive  these  fees  of  $15,000 
consultants  or  franchisers? 

Mr.  Markin.  We  don't  know  right  now.  Right  now^  they  are  being 
viewed  as  management  service  organizations  by  Blue  Cross  and  the 
Bureau  of  Health  Insurance.  Like  I  mentioned,  we  have  memorandums 
from  both  parties  where  one  person  is  calling  them  a  franchise,  another 
person  is  calling  them  a  management  service  organization. 

We  have  a  memorandum  where  the  executive  director  of  the,  I 
believe  it  is,  the  National  Association  of  Home  Health  Agencies  out 
of  St.  Louis  sent  a  letter  to  Mr.  Tierney  asking  how  do  you  view  these 
organizations  and  what  policies  do  j^Ou  have  regarding  their  fees?  That 
letter,  I  believe,  was  dated  September  4,  1975.  Mr.  Tierne}^  responded 
to  that  letter  on  October  23,  1975,  saying  that  BHI  was  working  to 
develop  policy  related  to  allowable  costs  of  management  services 
organizations  and  it  is  up  to  the  intermediaries  to  determine  if  a 
Unihealth  contract  with  an  HHA  is  a  franchise  or  management  service 
agreement.  We  have  not  seen  any  polic}^  come  from  BHI  on  this  matter 
as  yet. 

Mr.  Clancy.  Could  you  give  the  committee  any  idea  of  tlie  number 
of  individuals  or  organizations  involved  in  this  typo  of  work? 
Mr.  Markin.  Management  service  organizations? 
Mr.  Clancy.  Yes,  sir. 
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Mr.  Makkin.  Offhand,  I  don't  know  the  exact  total,  but  I  am  aware 
of  at  least  four  different  franchising  or  management  services  groups. 
Unihealth  is  not  the  only  organization  in  this  business.  There  are 
several  others.  I  know  of  two  that  are  operating  out  of  the  Chicago 
area  and  another  out  of  Florida. 

Mr.  Clancy.  In  how  many  States  will  one  of  these  organizations 
operate? 

Air.  Markin.  Unihealth,  as  I  mentioned  once  before,  has  25 
agencies.  I  am  not  sure  in  how  manv  States,  but  I  would  guess  about 
15. 

Mr.  Clancy.  At  the  present  time,  in  order  to  qualify,  there  would 
have  to  be  a  certificate  of  need? 
Mr.  Markin.  Not  in  all  States. 
Mr.  Clancy.  What  States  are  exempted? 

Mr.  Markin.  That  is  another  area  where  there  is  uncertainty  even 
within  the  Department  of  Health,  Education,  and  Welfare.  The 
regional  office  of  the  Bureau  of  Health  Insurance  in  Atlanta  issued 
a  memorandum— I  believe  it  was  May  17  of  this  year — which  said 
that  all  new  home  health  agencies  would  be  subject  to  the  certificate 
of  need.  To  the  best  of  my  knowledge,  the  other  BHI  regional  offices 
have  not  done  that.  Some  regional  offices  have  asked  their  office  of 
general  counsel:  ''Are  home  health  agencies  required  to  obtain  a 
certificate  of  need,"  and  they  have  gotten  different  answers.  So  I 
cannot  tell  you  whether  in  fact  a  home  health  agency  is  required  to 
obtain  a  certificate  of  need. 

Mr.  Clancy.  Could  Mr.  Tierney  tell  us  this? 

Mr.  Markin.  I  hope  he  will  when  he  comes  up. 

Mr.  Clancy.  This  $15,000 — how  do  you  look  upon  this?  Do  you 
determine  that  this  is  a  reasonable  fee  or  is  it  not? 

Mr.  Markin.  I  don't  know  whether  I  could  say  if  it  is  reasonable  or 
not.  The  $15,000  does  not  sound  like  much  for  getting  all  the  papers 
processed  and  having  the  manuals  prepared,  and  that  sort  of  thing. 
But  that  is  a  drop  in  the  bucket  to  what  the  franchisor  or  management 
service  organization  makes  on  each  home  health  visit  rendered  by 
its  affiliated  agencies  or  its  share  of  gross  billings. 

Like  I  mentioned,  $1.50  per  visit  or  percentage  of  billings  is  where 
the  incentive  to  overutilize  comes  in  because  the  more  visits  that 
are  made  by  an  HHA  the  more  money  is  made  by  the  franchisor. 

Mr.  Clancy.  Thank  you  very  much. 

Mr.  Vanik.  Suppose  I  am  a  patient  and  have  been  certified  by  my 
doctor  for  home  health  service,  how  do  I  find  out  whom  to  contact  or 
how  does  it  happen  someone  contacts  me?  How  do  we  develop 
that  contact? 

Mr.  Markin.  In  many  hospitals  there  is  someone  in  the  social 
service  department  of  the  hospital. 

Mr.  Vanik.  They  tell  the  patient,  you  are  eligible  for  this  care  and 
you  will  be  taken  care  of  in  your  home,  and  this  is  a  fist  of  the  people 
who  can  provide  the  service? 

Mr.  Markin.  That  is  one  way  it  happens.  Also  some  physicians 
are  now  knowledgeable  of  the  fact  that  home  health  care  services  are 
available. 
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Mv.  Vanik.  They  can  say,  ''Call  so  and  so,"  or  ''my  office  will  make 
the  aiTangement"?  Is  there  anything  like  a  finder's  fee  that  doctors 
get  for  signing  out  this  service?  Have  you  found  anything  Uke  this? 

Mr.  Markin.  We  have  one  example  from  a  home  health  agency  in 
New  Jersey  which  was  approached  by  a  noncertified  proprietary  home 
health  agency.  As  part  of  a  Bicentennial  marketing  theme,  the  pro- 
prietp.ry  would  give  to  any  of  the  certified  home  health  agencies'  em- 
employees  $17  for  each  nurse,  nursing  aide,  et  cetera,  that  the  em- 
ployee referred  to  the  proprietary,  and  you  can  see  how  the  numbers 
add  up  to  1776.  If  that  referred  person  was  able  to  work  for  76  hours. 

At  first  glance  this  appeared  to  be  a  labor-recruiting  drive  but  the 
certified  home  health  agency  is  concerned  that  this  kind  of  practice 
could  lead  to  a  distortion  of  professional  judgment.  Any  nurse  em- 
plo3'ed  by  the  certified  home  health  agency  can  discharge  a  patient 
based  solely  on  her  professional  judgment.  She  could  then  refer  this 
patient  to  a  proprietary  agency  and  particularly  if  she  referred  a  nurse 
to  the  proprietary  she  could  assure  the  nurse  would  have  the  76  hours 
of  work.  That  there  is  something  questionable  about  this  operation 
can  be  seen  by  the  fact  that  the  $17  is  sent  to  the  person's  home  address 
rather  than  the  certified  agency. 

Mr.  Vanik.  That  also  comes  out  of  our  Federal  funds. 

Mr.  Markin.  That  is  correct. 

We  received  another  letter,  this  one  from  a  VNA  that  complained 
about  the  practices  of  private  nonprofit  HHA  operating  in  the  same 
city.  What  was  happening  was  that  a  particular  hospital  used  the 
Visiting  Nurse  Association  as  their  home  health  agency  because  they 
had  dealt  with  them  for  10  or  15  years  and  were  completely  satisfied 
with  the  VNA's  services. 

All  of  a  sudden,  the  VNA  started  receiving  complaints  from^  several 
patients  because  as  a  patient  was  discharged  from  this  hospital  and 
would  go  home,  the  patient  would  receive  a  call  from  a  medical  supply 
equipment  company.  Obviously,  the  person  from  that  medical  supply 
equipment  company  had  access  to  w^ho  was  coming  out  of  the  hospital 
and  particularly^  of  their  age.  The  first  thing  they  said  to  these  patients 
was,  "Do  you  need  any  medical  supphes  or  equipment?  Can  I  get  you 
a  wheelchair,  hospital  bed,  commode  or  whatever?"  That  person  either 
said  "3^es"  or  "no".  The  next  statement  was  how  about  some 
home  health  nursing  services?  We  have  this  good  agency  we  work  with 
that  will  be  happy  to  provide  3'ou  with  some  nursing  services.  Of 
course,  the  agency  referred  to  by  the  medical  supply  equipment 
was  not  the  VNA.  It  was  another  agency.  So  here  you  have  a  medical 
supply  equipment  company  somehow  working  directly  out  of  the 
hospital  for  the  home  health  agency  actively  recruiting  patients  that 
had  already  been  referred  bv  the  hospital  to  the  local  VNA. 

:Mr.  Vanik.  I  want  to  tell  you,  Mr.  Markin,  we  certainly  apprccuite 
your  statement  and  your  hard  work  in  this  area.  I  know  Mr.  Rosten- 
kowski  joins  me  in  expressing  our  gi'atitude  to  you  and  the  agency 
which  made  it  possible  for  you  to  work  with  us.  Thank  you  very, 
verv  much. 

Our  next  witness  will  be  Tom  Tierney,  Director  of  the  Bureau  of 
Health  Insurance,  Social  Security  Administration,  an  old  fnend  and 
one  who  has  acquired  some  residence  ehgibility  in  the  comnuttee  now. 
As  a  matter  of  fact,  you  could  almost  vote  from  here. 
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STATEMENT  OF  THOMAS  M.  TIEHNEY,  DIRECTOE,  BUEEAU  OF 
HEALTH  ISrSUKANCE,  SOCIAL  SECURITY  ADMINISTSATION,  HEW; 
ACCOMPANIED  BY  DOUGLAS  EICHAED,  ATLANTA  REGIONAL 
OFFICE;  AND  BEUCE  J.  EDEMY,  SECTION  CHIEF,  HOME  HEALTH 
AGENCY  AND  OUTPATIENT  PHYSICAL  THEEAPY  SEEVICE 

Mr.  TiERNEY.  Mr.  Chairman,  I  would  like  to  introduce  to  you 
Mr.  Douglas  Richard,  our  regional  representative  in  Atlanta,  Ga., 
and  Mr.  Bruce  Edemy,  director  of  our  branch  dealing  with  home  health 
services.  . 

I  have  a  statement,  Mr.  Chairman,  which  I  will  not  read  to  you  at 
great  length  but  I  would  like  to  touch  a  few  highlights  if  I  may. 
Mr.  RosTENKOwsKi.  You  may  proceed. 

Mr.  TiERNEY.  Let  me  just  go  through  a  very  brief  explanation  of 
these  benefits.  The  previous  witness  did  so,  but  I  think  it  might  be 
helpful  to  the  subcommittee  to  put  it  in  some  kind  of  perspective. 

Medicare  was  a  tremendous  breakthrough  not  only  in  Federal 
health  financing  but  also  in  expanding  the  spectrum  of  health  services. 
There  really  never  had  been  prior  to  medicare  any  third  party  pay- 
ments for  home  visits  or  home  health  care,  for  nursing  homes,  anything 
else  of  the  sort.  As  a  matter  of  fact,  when  the  program  began  in  1966, 
only  a  few  States  in  the  Nation  had  licensure  laws  for  any  type  of 
home  health  agencies.  Home  health  services  had  been  traditionally 
over  the  years  provided  by  visiting  nurse  associations  which,  in  turn, 
had  their  genesis  in  some  visiting  ladies  associations.  Some  of  them 
were  called  visiting  flower  ladies  associations  which  have  been  going 
on  for  many  years.  They  had  provided  excellent  services,  but  they 
had  two  big  problems.  The  first  one  was  that  the  medical  profession 
generally  did  not  look  upon  them  as  a  health  arm  in  any  way,  and 
secondly,  there  was  no  financing  of  their  operations.  There  was  not 
any  Blue  Cross  coverage  or  Blue  Shield  or  anything  else  of  the  sort. 
So  this  is  what  we  started  out  with  when  the  Congress  enacted  medi- 
care and  saw  fit  to  expand  the  scope  of  usual  health  benefits  and  include 
this  one.  I  do  not  say  that  critically,  Mr.  Chairman,  it  was  an  excellent 
idea.       .  \  , 

To  qualify  for  home  health  benefits  under  either  part  A  or  part  B 
of  the  program,  the  law  requires  that  a  beneficiary  be  confined  to 
his  home  under  the  care  of  a  physician,  and  in  need  of  intermittent 
skilled  nursing  care  or  physical  or  speech  therapy.  A  beneficiary  who 
requires  one  or  more  of  these  services  in  the  treatment  of  his  illness 
or  injury  and  otherwise  qualifies  for  home  health  benefits  is  eligible 
to  have  payment  made  on  his  behalf  for  the  skilled  nursing,  ph3^sical 
therapy,  or  speech  therapy  he  needs,  as  well  as  for  any  of  the  other 
home  health  services  specified  in  the  law. 

These  services  include  occupational  therapy,  medical  social  services, 
the  use  of  medical  supplies  and  medical  appliances,  and  the  part  time 
or  intermittent  services  of  home  health  aides.  Conversely,  a  patient 
who  does  not  require  intermittent  skilled  nursing  or  physical  or  speech 
therapy  . cannot  qualify  to  have  payment  made  under  the  program  for 
any  home  health  services  furnished  him. 

Under  part  A,  100  visits  are  available  in  the  year  following  a  3-day 
qualifying  hospital  stay  T^hich  must  be  related  to  the  condition  for 
which  the  patient  was  hospitalized. 

Under  part  B,  another  100  visits  are  available  per  calendar  year 
and  these  do  not  have  to  have  any  prior  hospitalization. 
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Back  in  1972,  to  encourage  the  use  of  home  health  care  the  Conj^rcss 
saw  fit  to  exempt  the  home  health  benefit  from  the  part  B  co-insurance 
provision.  However,  the  part  B  deductible  still  applies  to  the  benefit. 

I  would  like  to  review  some  of  our  experiences  with  the  adminis- 
tration of  home  health  benefits.  As  I  said  before,  at  the  time  medicare 
was  enacted,  there  was  virtually  no  experience  in  providing  home 
health  care.  As  a  result,  there  was  a  widespreqd  belief  among  bene- 
ficiaries, proAdders,  and  the  medical  profession  that  the  program  would 
pay  for  any  kind  of  home  health  services  a  person  needed.  Even  though 
the  eligibility  requirements  of  the  law  were  reflected  in  instructional 
materials  from  the  beginning,  because  of  this  misunderstanding,  a 
large  portion  of  the  home  health  claims  were  paid  by  intermediaries 
and  they  were  paid  even  for  individuals  who  only  needed  the  type  of 
services  rendered  by  home  health  aides  such  as  personal  care  services, 
bathing,  and  that  type  of  thing. 

To  correct  that  misunderstanding,  we  issued  instructions  in  1969 
to  clarify  the  limitations  placed  by  the  law  on  the  home  health  bene- 
fits. The  application  of  these  clarifying  guidelines  resulted  in  the 
decline  for  approximately  20  percent  in  medicare  expenditures  for 
home  health  care  from  fiscal  1970  to  fiscal  1972. 

Then  the  trend  reversed  itself  partly  because  certain  home  health 
personnel,  physicians,  and  medicare  beneficiaries  became  more  familiar 
with  our  requirements  and  partly  because  of  the  removal  by  the  1972 
amendments  of  the  applicability  of  the  part  B  coinsurance  provision 
to  the  benefit  and  partly  because  of  a  tremendous  amount  of  pressure 
including  a  General  Accounting  Office  report  recommending  that  we 
not  be  so  restrictive  about  this  home  health  benefit.  The  concept — and 
I  think  this  has  been  a  mistake  from  the  beginning  of  the  program — is 
that  home  health  care  will  save  you  a  lot  of  money.  If  you  take  care  of 
patients  in  the  home,  they  will  not  have  to  be  in  a  hospital  or  nursing 
home  and  this  will  save  a  lot  of  money.  I  have  debated  this  for  a  long 
time.  There  is  an  obvious  cost-saving  in  an  individual  case,  but  for  the 
program  as  a  whole,  it  is  not  so  clear  when  you  consider  the  additional 
expenditures  related  to  the  added  benefit.  This  concept  of  providing 
health  services  on  a  one-to-one  basis  with  a  nurse  traveling  10,  15,  or 
more  miles,  to  see  one  patient  necessarily  involves  a  lot  of  costs.  Again, 
it  does  not  mean  that  it  is  a  bad  thing,  but  we  cannot  dismiss  the  cost  of 
such  service. 

As  I  said,  the  1972  medicare  amendments  eliminated  the  co-insur- 
ance payments  and  provided  for  a  waiver  of  liability  in  those  cases  in 
which  it  was  determined  that  neither  the  home  health  agency  nor  the 
beneficiary  knew  or  could  have  known  that  the  services  which  were 
rendered  and  received  were  not  covered  because  they  were  not  reason- 
able and  necessary  to  the  treatment  of  the  patient's  illness  or  consti- 
tuted custodial  care.  That  had  been  another  big  problem. 

Even  today,  and  one  of  the  reasons  you  hear  about  100  percent 
medicare  agencies,  there  still  is  not  any  real  financing  for  home  health 
care  in  the  private  sector.  As  a  result,  in  those  days  when  we  were 
dealing  with  VNA's,  or  whatever,  if  medicare  turned  down  a  bill  and 
medicare  was  turning  down  a  lot  of  bills,  a  home  health  operation 
could  be  done  almost  irreversible  financial  damage. 

The  retroactive  denials  of  claims  caused  serious  problems  for  pro- 
viders and  the  waiver  of  liabihty  concept  was  developed  hopefully  to 
solve  them. 
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I  think  it  might  just  be  useful  to  put  into  perspective  the  expendi- 
tures for  home  health  services  v^ithin  the  entire  medicare  framework. 

In  calendar  year  1969,  home  health  expenditures  were  $85  million 
and  total  medicare  expenditures  were  $6.6  billion.  The  beneficiary 
population  potentially  eligible  for  benefits  was  $20.1  milUon  in  1969 
and  $24.9  million  in  1975. 

The  expenditures  in  1975  were  $247  million  and  total  estimated 
medicare  expenditures  were  $15.5  billion. 

I  am  not  for  1  second  trying  to  say  that  because  payments  for 
home  health  care  are  a  relatively  small  amount  that  there  should  not 
be  total  accountability  for  those  amounts,  but  I  would  like  to  point  out 
to  the  committee  that  home  health  has  continued  to  be  approximately 
1.5  percent  of  total  medicare  expenditures  each  year. 

As  your  previous  witness  made  clear,  Mr.  Chairman,  the  home 
health  benefit  today  poses  an  entirely  different  set  of  problems  than 
we  faced  at  the  beginning  of  the  program. 

Cun^ently  a  great  deal  of  publicity  particularly  in  Florida  has 
focused  on  the  increase  in  money  paid  out  for  home  health  care  bene- 
fits. Claims  have  been  made  that  the  increase  is  due  mainly  to  over- 
utilization  and  abuse  of  services,  that  is,  the  furnishing  of  unnecessary 
or  questionable  health  care  items  and  services. 

Also,  concern  has  been  expressed,  largely  by  the  press,  regarding 
abuse  in  home  health  agencies.  There  have  been  newly  organized 
nonprofit  corporate  home  health  agencies  in  Florida  and  elsewhere 
that  have  attempted  to  claim  some  unnecessary  and  some  unreason- 
able operating  costs  on  their  first-year  medicare  cost  reports.  This  is 
the  problem  that  I  am  sure  your  committee  is  interested  in  and  I 
assure  you  that  we  are  doing  everything  possible  to  eliminate  it. 

Let  me  say  just  one  other  thing,  Mr.  Chairman,  about  the  benefit 
and  how  it  is  administered. 

Our  attention  to  the  home  health  benefit  is  but  one  part  of  our  over- 
all effort  to  assure  proper  pajrment  for  medically  necessary  medicare- 
covered  home  health  services.  First,  the  participating  home  health 
agencies  are  surveyed  every  year  by  agencies  of  State  government 
under  contract  with  the  Federal  Government  to  assure  basic  program 
requirements  are  met.  A  home  health  agency  that  has  been  certified 
for  participation  can  bill  the  program  only  for  services  to  people 
whose  beneficiary  status  and  eligibility  is  confirmed. 

When  the  home  health  agency  does  bill  medicare,  the  bills  are  re- 
viewed by  intermediary  organizations  to  assure  they  are  for  covered 
services  and  are  medically  necessary.  Claims  procedures  followed  by 
the  fiscal  intermediaries  are  based  on  national  coverage  and  operating 
instructions  and  the  adequacy  of  the  procedures  as  well  as  each 
intermediary's  performances  we  regularly  review. 

I  would  have  to  sa}^  to  you,  Mr.  Chairman,  and  again  I  do  not  want 
this  to  be  misunderstood  in  any  way,  that  I  think  it  is  true  that  be- 
cause of  the  relative  size  of  home  health,  the  relative  lack  of  knowledge 
of  what  home  health  is  all  about  and  the  misunderstandings  of  w^hat 
the  benefit  provided  there  was  certainly  a  time  when  the  reivew^  was 
not  as  stringent  as  it  might  have  been. 

Final  reimbursement,  and  I  think  this  is  one  important  thing,  Mr. 
Chairman,  is  made  only  after  analysis  and  audit  of  detailed  reports  of 
the  provider's  costs  of  providing  services  to  medicare  beneficiaries 
and  a  determination  first,  that  the  costs  aie  allowable  and  secondly, 
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that  they  are  substantially  in  line  with  what  comparable  providcis 
are  incurring  for  similar  activities,  or  with  specific  guidelines  ajjpli- 
cable  to  certain  tj^pes  of  costs. 

Early  this  year,  we  put  out  some  additional  guidehnes  requostin^^  a 
more  careful  scrutiny  of  reimbursement  to  all  of  these  agencies.  This 
was  followed  in  July  by  a  formal  intermediary  letter  setting  out 
detailed  instructions  on  how  to  process  cost  reports  from  newly  estab- 
lished home  health  agencies.  We  hope  that  these  will  tend  to  correct 
wiiat  is  an  admitted  problem. 

These  procedures,  Mr.  Chairman,  result  in  the  disallowance  of 
millions  of  dollars  of  claims  against  the  program  each  year. 

For  the  most  part,  the  disallowances  result  not  frora  blatant  fraud 
but  from  a  misunderstanding  between  the  Agency  and  the  Govern- 
ment or  the  Agency  and  the  intermediary  or  often  the  beneficiary  of 
just  exactly  what  is  involved.  The  most  frequently  encountered  abuse 
allegation  involves  the  attempts  by  home  health  agencies  to  secure 
excess  reimbursement  rather  than  the  reasonable  reimbursement  con- 
templated in  the  law. 

One  final  thing,  Mr.  Chairman.  I  think  it  is  important  to  draw^  a 
distinction  between  fraud  and  overreaching  or  program  abuses.  Fraud 
obviously  is  the  intentional  deception  or  misrepresentation  which  the 
individual  knows  to  be  false  and  which  he  makes  knowing  that  his 
deception  could  result  in  some  unauthorized  benefit  to  himself  or  to 
some  other  person. 

Abuse  both  fiscally- — the  things  John  spoke  about  this  morning^ — 
and  from  the  standpoint  of  medical  necessity  can  be  really  controlled 
only  by  identification,  by  audit  and  by  refusal. 

To  date,  our  regional  offices  have  investigated  150  home  health 
agencies  for  possible  fraud,  and  50  for  abuse.  In  most  cases,  our 
preliminary  investigation  of  suspect  incidents  reveals  a  processing 
error.  But  where  a  preliminary  investigation  substantiates  that  we 
should  go  farther,  we  do.  If  a  home  health  agency  bills  for  services  not 
provided,  that  could  involve  fraud.  We  do  whatever  we  can  to  seek 
not  only  correction  but  indictment  for  that  action. 

If  a  home  health  agency  is  claiming  too  much  salar}^  for  its  director, 
it  is  an  open-and-shut  thing.  What  is  claimed  is  on  the  books.  Then 
it  is  a  case,  Mr.  Chairman,  of,  by  audit  determining,  that  and  deter- 
mining whether  or  not  it  should  be  allowed. 

Just  one  final  thing,  Mr.  Chairman.  I  do  not  suppose  there  is  any 
benefit  in  the  medicare  program  or  perhaps  in  the  health  care  field 
today  in  which  there  is  a  greater  emotional  involvement  than  in  the 
home  health  care  area  particularlj:^  for  aged  people.  I  have  sat  in 
many  hearings  where  we  have  been  blistered  for  not  providing  home 
services,  chore  services  to  many  elderly  people  w^ho  need  them.  If  it 
were  possible  that  w^ould  be  an  excellent  thing,  but  at  the  moment  wo 
are  the  only  mechanism  for  Federal  financing,  and  I  think  that  is  why 
these  things  arise. 

We  have  an  experiment  going  on  in  Connecticut  to  very  bioadly 
expand  the  benefits  of  the  program,  to  cover  chore  services,  home- 
maker  services,  things  that,  frankly,  people  need  when  they  are 
very  old. 

Preliminary  results  are  coming  in  from  that  experiment  and  showing 
actually  what  we  expected — that  a  major  portion  of  expenditures 
are  for  things  that  normally  would  not  be  covered  under  the  program. 
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They  are  for  the  living  or  social  needs,  if  you  will.  That  is  one  of  our 
programs.  There  are  always  cases  in  which  you  can  question  the  real 
health  needs  of  a  person.  There  is  a  real  medical  necessity  for  this. 
There  are  very  few  cases  where  you  can  question  the  need  of  the 
person  for  assistance.  That  is  the  tightrope  we  try  to  walk.  Mr.  Chair- 
man, that  obviously  has  nothing  to  do  with  the  previous  witness' 
testimony  but  I  would  be  glad  to  discuss  that  with  you  now. 
Mr.  RosTENKOwsKi.  Thank  you. 

Is  the  presumed  coverage  of  the  1972  social  security  amendment 
which  was  particularly  tailored  for  retroactive  denial  of  home  health 
care  claims  still  needed  because  of  the  general  waiver  of  liability 
provisions? 

Air.  TiERNEY.  I  am  sorry,  I  missed  the  first  part  of  your  question. 

Mr.  EosTENKOwsKi.  Is  the  presumed  coverage  of  the  1972  social 
security  amendment  which  was  specifically  covered  for  the  retroactive 
denial  for  home  health  care  claims  still  needed  in  view  of  the  general 
waiver  of  liabiUty  provisions? 

Mr.  TiERNEY.  On  the  basis  of  our  limited  experience  so  far,  I  would 
have  to  say  no,  Mr.  Chairman,  it  is  not  needed  because  we  found  it 
almost  an  impossible  requirement  to  administer.  We  did  ask  a  group 
of  consultants  what  can  you  presume  in  the  way  of  coverage  for  a 
condition  for  people  over  65,  an  average  age  of  72? 

They  just  said  there  is  no  way  to  do  it.  You  can  guess.  You  can  set 
up  something,  but  to  presume  that  an  old  lady  with  a  broken  hip 
needs  17  visits  is  ridiculous. 

Mr.  RosTENKOwsKi.  Would  3^ou  recommend  repealing  that  pro- 
vision then,  Mr.  Tierney? 

Mr.  TiERNEY.  It  is  not  being  employed,  Mr.  Kostenkowski.  It  is  not 
a  meaningful  thing  at  the  moment.  But,  as  you  know,  the  provision 
did  not  become  operational  until  June  24,  1976.  So  we  really  do  not 
have  any  feel  at  this  point  how  widely  it  will  be  used. 

Mr.  EosTENKOWSKi.  So  you  would  have  no  opposition  to  our 
repealing  that  provision? 

Mr.  TiERNEY.  The  presumption  by  diagnosis,  I  don't  think,  is  an 
administrable  thing.  We  have  not  so  far  found  it  to  be.  Others  might 
have  different  points  of  view. 

Mr.  Kostenkowski.  Mr.  Vanik  will  inquire. 

Mr.  Vanik.  Mr.  Tierney,  how  do  you  explain  the  payment  of  costs 
for  the  enormous  variations  in  visits  in  the  charges  on  the  charts  which 
were  compiled  by  staff? 

Mr.  Tierney.  I  don't  really  explain  all  of  them,  Mr.  Vanik.  I  think 
there  are  one  or  two  things  that  perhaps  are  significant.  One  obviously 
is  the  cost  per  visit  and  really  the  number  of  visits  is  a  reflection  of 
the  scope  of  service. 

The  law  requires  that  a  home  health  agency  provide  nursing  care 
plus  one  other  modality.  Some  VNA's — and  I  don't  say  this  in  an}^ 
criticism  of  them  at  all — of  course,  they  provide  nursing  service  and 
perhaps  some  physical  therapy.  These  other  outfits  could,  and  I 
don't  know  without  identifying  them,  would  provide  a  whole  broad 
scope  of  services  including  speech  therapy  and  physical  therapy  and 
that  would  result  not  only  in  a  difference  of  costs  per  visit,  but  very 
much  of  a  difference  in  the  number  of  visits  per  patient. 

Mr.  Vanik.  We  have  the  understanding  the  VNA's  provide  all  kinds 
of  extended  therapy. 
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Mr.  TiERNEY.  Some  do.  There  is  danger  in  generality,  as  you  well 
know.  Some  do  and  some  in  small  rural  areas  particularly  obviously 
can't. 

Mr.  Vanik.  But  those  charges  for  therapy,  whatever  they  are,  are 
included  in  these  figures.  That  is  the  point  1  wanted  to  make.  These 
charges  are  included  in  the  figures? 

Mr.  TiERNEY.  Yes. 

Mr.  Vanik.  Does  the  VNA  have  national  or  regional  guidelines  for 
determining  the  reasonableness  of  certain  costs,  data  processing, 
renting  automobiles,  pensions,  or  the  number  of  executives  in  a  home 
service  structure? 

Mr.  TiERNEY.  No;  we  don't,  Mr.  Vanik.  We  rely,  as  we  have  since 
the  program  began,  on  the  overall  determination  of  reasonable  costs. 
I  think  we  have  developed  some  guidelines  

Mr.  Vanik.  Then  just  like  the  doctor,  the  reasonable  cost  is  the 
reasonable  cost  related  to  that  particular  agency? 

Mr.  TiERNEY.  Not  the  reasonable  cost  for  the  agency.  We  pay 
reasonable  cost  of  services. 

In  most  areas,  in  hospitals  and  nursing  homes  and  in  others  I  think 
we  have  gone  a  long  way.  There  is  a  tremendous  variability  in  these 
things,  Mr.  Vanik. 

Mr.  Vanik.  How  many  of  these  agency  cost  reports  were  audited 
by  your  Division  of  Direct  Reimbursement,  say,  last  year  in  just  the 
conduct  of  an  audit  as  a  deterrent,  is  something  that  might  help  hold 
the  costs  down?  How  many  were  you  able  to  audit? 

Mr.  TiERNEY.  All  cost  reports  are  reviewed,  Mr.  Vanik,  and  some  of 
them  are  subjected  to  full  or  limited  scale  audits.  Our  Division  of 
Direct  Reimbursement  is,  of  course,  intermediary  for  only  a  relatively 
small  number  of  them;  the  others  are  handled  by  the  intermediaries. 
I'll  be  glad  to  provide  those  figures  for  the  record. 

Mr.  Vanik.  Would  you  try  to  provide  that  for  the  record? 

[As  of  November  5,  1976,  the  subcommittees  had  not  received  the 
information  requested.] 

Mr.  Vanik.  Since  home  health  care  costs  are  audited  by  fiscal 
intermediaries  rather  than  direct  reimbursement,  how  many  of  these 
intermediaries  have  been  disallow^ed  in  the  past  several  fiscal  years? 

Mr.  TiERNEY.  As  a  round  figure,  I  think  the  disallowance,  for  all 
home  health  care — because  of  unreasonableness  of  cost  and  lack  of 
medical  necessity — was  around  $3.5  million. 

Mr.  Vanik.  Under  existing  regulations  can  an  intermediary  hmit 
reimbursement  to  an  HHA  perhaps  to  a  $25  maximum.  In  fact,  are 
there  any  intermediaries  doing  that? 

Mr.  TiERNEY.  Medicare  does  have  reasonable  cost  limitations  and, 
in  addition,  the  cost  limits  authority  of  the  1972  amendments  permits 
specific  limits  on  individual  costs  as  well  as  expressions  of  overall 
costs.  We  can  also  limit  program  recognition  of  numbers  of  homo 
health  visits  per  patient. 

Mr.  Vanik.  They  are  trying  to  control  the  number  of  visits. 

Mr.  TiERNEY.  Rio:ht. 

Mr.  Vanik.  Has  ^BHI  issued  guidelines  to  its  intermediaries  for 
determining  reasonable  costs,  for  salary  costs  and  contracted  services? 

Mr.  TiERNEY.  Not  in  dollar  amounts,  Mr.  Vanik.  We  have  issued 
instructions  that  these  should  be  reflective  of  the  salaries  being  paid 
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for  similar  services  in  the  locality.  We  have  not  said  if  it  is  a  19-nurse 
home  health  agency  that  it  will  be  $15,000.  We  have  not  set  any  dollar 
amounts. 

Mr.  Vanik.  Have  you  done  anything  about  such  things  as  this 
35-3^ear-professional  contract  that  came  out  here?  Is  there  anything 
here  that  would  put  some  control  on  that  sort  of  program  developing? 

Mr.  TiERNEY.  We  would  not  allow  obviously  if  there  is  a  35-year 
contract.  That  is  nice,  but  the  provider  has  a  year-to-year  existence. 

Mr.  Vanik.  With  you? 

Mr.  TiERNEY.  Right.  So  if  he  has  another  33  years  to  go  on  his 
contract,  that  does  not  mean  that  we  have  anything  to  do  with  him 
at  all.  Ever}^  year  he  has  to  qualify  and  he  has  to  meet  the  certification 
requirements  when  surveyed  by  the  State  agency  and  he  has  to  send 
his  costs  through  audits. 

If  I  ma}',  Mr.  Vanik,  I  would  like  to  say  one  thing  about  those 
figures  because  I  think  it  was  not  totally  clear  in  John's  testimony. 

When  we  were  talking  about  these  3 5-y ear-management  contracts. 
I  am  told  a  major  portion  of  that  contract  involves  accounting, 
bookkeeping,  billing  

Mr.  Vanik.  Systems  development? 

Mr.  TiERNEY.  Not  just  the  development,  but  operation.  They  do 
that  t3^pe  of  thing  for  these  home  health  agencies.  We  are  back  to  the 
old  problem  again,  all  looking  for  economy  and  that  is  supposed  to 
be  economy,  but  it  shoots  up  the  costs. 

Mr.  Vanik.  It  is  just  like  a  35-year  lease  of  office  space  or  facilities. 

Mr.  TiERNEY.  I  wanted  you  to  know  it  involved  specific  services, 
not  just  management  consulting. 

Mr.  Vanik.  Did  the  BHI  office  in  Atlanta  conduct  a  salary  survey 
of  various  home  health  agency  positions  in  order  to  develop  ranges  of 
reasonable  cost  that  can  be  used  by  intermediaries  in  settling  cost 
reports? 

Mr.  Richard.  Yes,  we  did. 

Mr.  Vanik.  What  was  done  with  the  results  of  your  survey? 

Mr.  Richard.  We  used  them  early  on  in  the  game  in  Florida  and 
they  have  been  sent  to  the  central  office  for  improvement, 

Mr.  Vanik.  Then  I  would  like  to  ask  Mr.  Tierney  why  BHI  has 
not  issued  these  salary  ranges  developed  by  the  Atlanta  office? 

Mr.  Tierney.  Mr.  Vanik,  those  survey  data  have  not  yet  been 
received  in  Baltimore.  I  would  like  to  point  out,  however,  that  ranges 
have  been  issued  for  proprietary  hospitals  as  well  as  proprietary  skilled 
nursing  facilities  and  two  regions  have  issued  ranges  for  proprietary 
home  health  agencies.  We  have  said  you  simply  have  to  operate 
within  these  ranges.  We  have  not  attempted,  Mr.  Vanik  until  some- 
thing got  very  far  out  of  line,  to  try  to  make  Government  mandates 
or  edicts  about  either  what  care  will  be  given  or  what  people  will  pay 
their  employees. 

Our  ultimate  weapon,  Mr.  Vanik,  is  the  annual  audit  and  the 
application  of  the  reasonableness  criterion. 

Mr.  Vanik.  Mr.  Richard,  in  a  background  document  given  to 
Senator  Chiles  earlier  this  year,  you  indicated  about  $23  miUion  would 
be  spent  in  Florida  during  1975  on  home  health  care  provided  under 
medicare.  You  also  stated  the  average  cost  per  patient  had  gone  from 
$58  in  1969  to  $226  in  1975;  is  that  correct? 

Mr.  Richard.  That  is  best  I  recall. 
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Mr.  Vanik.  On  August  29,  1975,  an  Atlanta  Bill  memo  stated, 
"We  are  predicting  that  the  Blue  Cross  of  Florida  may  pay  as  much 
as  $25  million  in  home  health  agency  bills  in  1975  and  perhaps  one- 
half  of  this  should  not  be  paid." 

Mr.  EiCHAED.  Yes,  the  statement  is  correct. 

Mr.  Vanik.  That  same  August  29,  1975,  memo  discussed  two  studies 
conducted  of  the  bill  review  process  at  Blue  Cross  of  Florida:  In  both 
reviews  the  bill  review  processes  were  found  to  be  almost  totally  inef- 
fective. The  initial  medical  revieW' — screening — was  done  by  nonpro- 
fessionals who  had  little  or  no  background  in  home  health  and  who 
had  been  given  no  screening  guides — written  or  oral — and  very  little 
training.  In  other  words,  these  reviewers  were  not  qualified  to  review- 
bills  and  medical  records  and  decide  what  should  be  paid  and  what 
should  be  revievfed  by  nurses. 

Mr.  Tierney,  aren't  all  intermediaries  required  to  have  formal 
screening  guidelines  to  be  used  in  reviewing  bills,  to  determine  if 
payment  should  be  made? 

Mr.  Tierney.  Yes,  they  are  very  restrictive.  In  part  B  they  were 
quite  limiting,  and  also  in  part  A. 

I  just  want  to  make  sure  there  is  laid  out  on  the  table  the  real 
problem  here,  not  to  justify  what  we  do. 

Mr.  Vanik.  I  understand  that. 

Mr.  Tierney.  When  you  start  talking  about  gettmg  someone 
qualified  to  look  into  this  case,  3^ou  really  have  to  remember  that 
there  is  not  much  to  look  at.  I  have  a  91-year-old  father  who  has 
been  m  great  health  all  his  life.  He  recently  had  a  stroke  and  we 
brought  him  back  here  to  live  with  us.  He  is  a  vegetable.  He  obviously 
needs  help. 

What  do  3^ou  do  when  3^ou  are  a  case  reviewer?  I  don't  have  home 
health  care  by  the  way.  What  do  you  do?  He  can't  talk  or  walk.  He 
is  incontinent,  but  he  does  not  need  medical  care. 

I  would  probably  agree,  but  I  ask  what  does  he  need?  Expert 
medical  opinion  may  agree  that  he  needs  help  in  a  variety  of  wa^^s 
but  if  it  is  conceded  that  he  does  not  require  medical  care,  medicare's 
home  health  benefit  would  cover  no  visits. 

Mr.  Vanik.  I  understand.  It  is  hard  to  say.  I  have  comparable 
problems.  My  problem  is  just  trying  to  find  anyone  on  any  basis  to 
provide  health  care  for  the  elderly.  It  is  almost  just  not  available 
an3^where. 

Mr.  Tierney.  That  is  something  we  should  someday  look  at. 
Mr.  Vanik.  I  thought  about  redesigning  my  house  to  have  my  own 
health  care  facility  to  take  care  of  my  troubled  family. 
It  is  quite  a  job,  and  I  can  understand  that. 

Aren't  all  intermediaries,  though,  required  to  have  formal  screening 
guidelines  to  be  used  ui  reviewing  bills  to  determme  if  pa^'-ment  should 
be  made? 

Mr.  Tierney.  They  have  these  guidelines  in  keeping  with  the  hiAvs 
and  regulations  and  with  our  directives  that  the  patient  has  been  in 
a  hospital,  that  the  condition  for  which  home  care  is  bemg  given  is 
the  same  condition  for  which  he  was  hospitalized,  that  the  physician 
has  laid  out  a  plan  of  care  for  the  person  and  it  is  being  followed  by 
the  home  health  agency,  and  that  the  person  is  homebound.  That, 
by  the  way,  really  does  not  mean  that  he  can  never  go  out  on  the 
front  porch  or  anything. 
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We  tried  that  for  a  long  time.  By  God,  homebound  meant  home- 
bound.  We  got  blown  out  of  that  also  in  1972.  Homebound  does  not 
mean  he  can  never  take  a  ride. 

So  they  do  those  things,  Mr.  Vanik,  and  try  to  make  an  educated 
judgment  and  they  have  medical  personnel  to  help  make  this  edu- 
cated judgment.  If  all  of  that  is  true  and  this  is  the  condition,  how 
many  visits  are  reasonable?  But  that  is  about  it. 

Mr.  Vanik.  At  some  other  time  I  would  like  to  discuss  with  you  some 
experiments  done  in  other  countries  about  enlarging  the  individual 
family's  role  in  home  health  care.  This  is  not  compensatory  under 
present  law.  Maybe  there  ought  to  be  some  way  in  which  the  individual 
family  might  be  induced  to  administer  its  own  program  and  probably 
at  considerably  less  cost  and  more  care  in  which  there  was  some  way 
of  stimulating  that  sort  of  work. 

I  just  have  one  other  question  I  would  like  to  get  to,  Mr.  Chairman. 

I  had  a  number  of  these,  but  I  can  submit  these  to  you  if  there  is  no 
objection  so  that  we  don't  take  up  any  more  time. 

Mr.  TiERNEY.  We  would  be  very  happy  to  submit  answers. 

Mr.  Vanik.  I  will  expand  on  those  by  a  letter  communication  that 
can  be  made  a  part  of  the  record. 

[As  of  November  5,  1976,  the  subcommittees  had  not  requested  any 
additional  information  in  writing.] 

Mr.  Vanik.  I  will  yield  at  this  time.  I  understand  Representative 
Kelly  is  here. 

Mr.  RosTENKOwsKi.  Is  there  any  legislation  that  you  think  you 
will  propose  in  the  home  health  area  in  this  next  Congress,  Mr. 
Tierney? 

Mr.  Tierney.  No,  sir,  I  don't  think  the  Department  has  any  legisla- 
tion it  proposes.  The  Department  has  scheduled  within  the  next  45 
days  meetings  involving  every  region  of  the  Nation.  I  guess  the 
meetings  are  in  four  or  five  localities,  bringing  together  consumers, 
providers,  medical  specialists  and  others,  trying  to  get  a  fix  on  this 
thing,  and  maybe  out  of  those  meetings  something  wiU  come,  but 
I  am  not  aware  of  anything  else. 

Mr.  EosTENKOwsKi.  What  position  does  SSA  have  on  the  expansion 
of  home  health  sei vices,  Mr.  Tierney? 

Mr.  Tierney.  Well,  we  have  concern  about  it.  We  are  always 
accused  of  being  the  characters  that  drag  our  feet.  When  we  started 
out,  we  dealt  with  the  nonproprietary  home  health  agencies  only  and 
only  in  States  where  they  are  licensed  did  we  deal  with  proprietaries. 
Now  there  is  a  proposal  that  we  go  ahead  and  deal  with  proprietaries 
even  in  States  where  there  is  no  licensure  requirement.  SSA  is  opposed 
to  that.  We  just  don't  think  we  would  have  enough  experience  with 
what  we  have  to  know  that  that  is  a  good  idea. 

Now,  the  people  who  are  in  favor  of  that,  however,  make  a  very 
big  case — gosh,  these  people  ought  to  be  allowed  to  get  into  the  home 
health  care  business  and  provide  it  if  they  can  do  it  well.  I  don't  have 
anything  against  the  proprietary  organizations,  but  I  just  don't  think 
on  the  basis  of  our  experience  to  date  that  we  are  ready  to  make  that 
kind  of  a  move. 

Mr.  RosTENKowsKi.  In  your  view,  should  home  health  agencies  be 
subject  to  review  by  health  care  agencies  under  the  planning  legisla- 
tion? Should  they  be  required  to  obtain  a  certificate  of  need,  Mr. 
Tierney? 
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Mr.  TiERNEY.  Yes,  Mr.  Chairman.  As  I  said  before,  there  are  only 
16  or  17  States  in  the  country  where  they  have  licensure  even  for 
these  organizations.  I  am  not  sure  that  all  of  those  have  certificates 
of  need. 

Now,  the  certificate  of  need  is  a  very  good  thing,  but  what  are  you 
going  to  do  with  the  34  who  do  not  have  such  a  thing?  Obviously  you 
are  going  to  have  to  have  home  health  care  provided  in  those  areas. 
Nobody  can  knock  planning  and  the  prior  look  at  whether  or  not  a 
facihty  or  service  is  really  needed.  It  has  not  done  much  in  other 
fields  in  health  care. 

I  don't  know  really  what  its  impact  would  be  on  home  health  care. 

Mr.  RosTENKOwsKi.  Mr.  Tierney,  with  regard  to  the  expansion  of 
the  home  health  services,  it  is  evident,  I  see,  that  we  have  problems 
in  the  nonprofit  area.  Before  we  go  into  the  profit  area,  I  should  hope 
we  would  have  the  benefit  of  trying  to  solve  the  problems  we  see  in 
existence  now  in  the  nonprofit  areas. 

Mr.  Tierney.  I  think  Mr.  Vanik  put  his  finger  on  one  of  the 
problems  of  the  certificate  of  need  before.  This  one  area,  Mr.  Chair- 
man, in  which  there  is  no  capital,  no  investment.  You  and  I  could 
go  out  this  afternoon  and  if  we  could  hire  the  right  people,  we  could 
set  up  a  home  health  agency.  That  should  give  us  concern. 

On  the  other  hand,  as  Mr.  Vanik  points  out,  on  the  certificate  of 
need  thing,  all  those  now  in  the  business  would  try  very  hard  to  keep 
any  competition  from  entering  in.  So  which  is  the  better  approach, 
I  don't  know. 

Mr.  Vanik.  Mr.  Chairman,  I  have  just  two  questions  here  before 
Mr.  Richard  leaves,  and  I  appreciate  your  coming  in. 

Has  your  study  of  seven  home  health  agencies  in  Florida  resulted 
in  any  indictments,  Air.  Richard? 

Mr.  Richard.  Yes,  we  had  an  indictment  in  Tampa  about  3  weeks 
ago  of  two  officials  in  the  Gulf  Coast  Home  Health  Agency,  a  Mr. 
and  Mrs.  Paul  Dudley.  We  have  others  under  investigation.  I  am 
confident  we  will  have  some  indictments  shortly. 

Mr.  Vanik.  Do  you  anticipate  any  recoveiy  of  funds?  Of  course, 
you  don't  realty. 

Mr.  Richard.  It  is  difficult  to  recover  from  a  100-percent  home 
health  agency  that  has  no  assets. 

Mr.  Vanik.  What  has  been  the  experience  as  between  direct  reim- 
bursement and  the  use  of  intermediaries? 

Mr.  Tierney.  I  don't  know  that  there  is  a  great  distinction.  I 
beUeve  it  can  be  said,  Mr.  Chairman,  that  with  a  centrahzed  organi- 
zation and,  therefore,  a  centralized  concept  and  a  centralized  approach 
to  the  whole  thuig,  we  have  greater  uniformity  in  dkect  reimbui-sement 
than  we  have  in  134  intermediaries  all  around  the  country  tr^dng  to 
make  these  same  decisions. 

Mr.  Vanik.  Mr.  Chairman,  I  want  to  renew  my  request  that  any 
further  questions  I  have  of  Mr.  Tierney  will  be  submitted  to  them  m 
letter  form  and  submit  them  for  the  record. 

Mr.  Rostenkowski.  Without  objection,  that  will  be  done. 

Thank  you,  gentlemen. 

It  is  a  pleasure  to  welcome  a  gentleman  who  has  done  some  work  m 
this  area.  Representative  Kelly  from  the  State  of  Florida.  Welcome 
to  the  committee. 

You  may  proceed  into  your  testimony. 
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STATEMENT  OE  HON.  HICHAEB  KELLY,  A  REPEESENTATIVE  IE 

conCtHess  feom  the  state  of  ELOEIDA 

Mr.  Kelly.  I  am  certainly  awed  by  the  presence  of  two  solid 
committee  chairmen. 

One  of  the  last  statements  that  was  made  here  was  that  it  is  very 
difficult  to  get  an}^  payback  from  these  home  health  agencies  because 
they  have  no  assets.  It  was  this  very  phenomenon  that  caused  me  to 
have  the  greatest  interest  in  the  subject  that  developed  in  my  distruct 
with  regard  to  a  home  health  agency  known  as  Alaris  which  had  a 
$600,000  overpayment— $595,000  to  $600,000  payment,  right  in  there 
close.  Yet  this  home  health  agency  paid  back  $340,000  of  the  over- 
payment and  was  in  the  process  of  continuing  to  make  overpayments 
at  the  time  the  Government  shut  their  payments  off  to  Alaris. 

The  question  of  Alaris  has  been  investigated  by  Senator  Chiles, 
but  there  had  never  been  any  inquiry  made  into  how  a  nonprofit 
organization  that  has  no  assets  can  continue  to  repay  overpayments. 

The  development  of  the  inquiry  I  made  was  that  they  were  going 
in  one  of  two  directions — either  the  Government  was  continuing  to 
make  overpayments  of  the  taxpayers'  money  with  which  the  Govern- 
ment would  repay  itself,  which  does  not  make  a  whole  lot  of  sense,  or 
the  home  health  agency  was  ripping  off  their  employees  and  their 
suppliers  and  probably  the  truth  will  be  that  both  of  these  things 
would  be  included — that  the  emplo3^ees  were  not  being  paid,  the 
suppliers  were  not  being  paid  and  the  Government  was  continuing 
an  overpayment. 

The  latter  is  almost  certainly  true  because  this  home  health  agenc}^ 
started  operating  in  1974.  At  the  end  of  1974  the}^  had  inadequate 
records,  they  had  not  been  audited  and  they  called  a  representative  of 
the  intermediary  to  the  agency  to  approve  an  accounting  system.  At 
the  time  they  came  there  to  approve  the  accounting  S3^stem  they  also 
arrived  at  what  the  supplier  had  indicated  was  a  100-percent  increase 
or  substantialh^  100-percent  increase  in  the  charges  that  they  could 
make  for  their  services. 

It  is  a  little  scary  to  imagine  how  they  could  arrive  at  a  significant 
increase  of  that  kind  without  adequate  records  when  the  purpose  of 
payment  was  to  reimburse  them  for  costs. 

The  charges  that  were  authorized  at  that  time  were  never  reduced. 
Those  charges  resulted  in  a  $600,000  overpayment  in  the  period  of 
about  1  year.  So,  when  the  payments  were  continuing  to  be  paid  on  the 
basis  of  that  charge,  the  Government  was  withholding  a  substantial 
percentage  of  that  charge  that  they  were  actually  paying,  but  the 
charge  was  continuing  on  at  the  accelerated  rate,  so  in  part  what  the 
Government  was  doing  way  paying  itself  back. 

I  don't  know.  That  probably  makes  as  much  sense  as  the  whole 
thing  did,  but  it  just  did  not  make  that  much  sense  to  me.  Being  from 
Zeph3rrhills,  this  whole  thing  was  a  little  mj^stifying.  We,  there  in 
Zephyrhills,  where  the  people  live  fine,  it  is  hard  to  give  over  this 
kind  of  money  when  we  don't  know  them  and  we  have  no  books  from 
them.  They  have  no  assets  to  speak  of  and  we  just  start  shoveling  out 
money. 

The  people  are  a  little  bit  more  cautious  with  their  money  when  they 
are  spending  it  directly  than  the  Government  is  through  this  particular, 
program. 
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Out  of  these  hearings  I  came  up  with  some  suggestions  that  seem 
to  be  fairly  obvious.  One,  there  is  a  need  for  the  machinery  to  obtain 
service  at  the  best  price,  because  there  was  considerable  testimony 
before  the  hearing  I  had  that  other  organizations  could  provide  the 
same  or  better  service  as  was  provided  by  the  nonprofit  organizations 
for  the  same  or  a  better  price  and  could  make  a  profit  and  could  pay 
taxes. 

So,  pretty  clearly,  the  s^^stem  is  not  getting  the  best  service  for  the 
best  price  and  they  are  using  the  taxpayers'  money  to  pay  the  bill  and 
I  think  this  is  unconscionable. 

Second,  there  is  obviously  a  need  for  closer  scrutin^^  at  the  startup, 
because  Alaris  went  for  21  months  wdthout  an  audit,  had  an  interven- 
ing substantial  rate  increase  or  charge  increase  which  included  some- 
where in  the  neighborhood  of  100  percent,  and  the  Government  was 
clearly  in  a  position 'of  using  an  intermediar\'  who  had  a  former  em- 
ploj'ee  who  was  the  comptroller  of  Alaris  receiving  these  substantial 
amounts  of  money  that  resulted  in  a  S600,000  overpayment  and  not 
having  any  sort  of  control,  financial  control,  over  the  internal  workings 
of  the  company  and  had  the  company  had  no  books  and  the  Govern- 
ment had  no  audit,  and  that  has  to  be  just  a  bunch  of  nonsense.  "When 
you  start  doing  business  with  people  and  you  don't  know  who  they 
are,  and  they  don't  have  that  man}^  assets,  clearly  they  deserve  more 
scrutiny  than  under  normal  circumstances. 

If  you  had  a  histor^^  of  workmg  with  them  for  10  years  or  something 
and  you  knew  how  the}-  were  and  how  they  were  functioning,  then  a 
little  less  scrutiny  might  make  sense.  But  in  the  initial  phases,  certainly 
the  scrutiny  has  to  be  closer. 

The  HEW  has  to  have  adequate  regulations  and  supervision  of  the 
intermediaries  because  apparently  there  isn't  anyone  watchmg  the 
intermediary  close  enough.  The  intermediary^  is  a  profitmaldng  opera- 
tion and  there  would  seem  to  be  no  reason  why  they  should  go  im- 
scrutinized  any  more  than  the  supplier  should,  and  there  is  much 
complaint  that  there  is  not  enough  regulation  to  give  the  inter- 
mediary adequate  guidelines. 

Then,  this — as  the  law  is  at  the  present  time  and,  as  I  understand  it, 
the  law  requires  that  the  license  be  issued  by  the  State  and  that  a 
profitmaking  organization  cannot  operate  unless  there  is  a  State 
license,  and  the  result  is  the  law  cuts  down  the  number  of  people  who 
can  participate  in  the  program.  You  are  not  getting  the  competition 
and  the  lack  of  competition  is  resultmg  in  exaggerated  prices  for  the 
services  that  are  being  received. 

Obviously  there  needs  to  be  a  specific  cap  on  pension  fmids  and  it 
should  be  provided  in  the  law  rather  than  being  left  to  regulation, 
because  in  the  case  of  Alaris  they  were  paying  a  straight-across-the- 
board  noncontributory^  25-percent  pension  fund  to  the  employees,  and 
the  testimony  was  that  this  was  substantially  more  than  is  customary 
in  private  industry'  and  the  Government,  which  rmis  aromid  7  to  S 
percent. 

There  was  some  testimony  here  that  they  have  indictments  against 
Gulf  Coast,  but  this  subject  also  came  up"^in  the  hearings  I  had.  and 
Gulf  Coast  is  still  operating.  It  would  be  quite  clear  that  when  there 
is  no  bonding,  no  assets  requned  and  the  Government  is  still  con- 
tinuing to  pump  money  into  an  operation,  that  when  the  major  ofl&ces 
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of  a  home  health  agency  are  actually  under  indictment,  that  that 
operation  should  be  shut  down  until  the  whole  thing  is  cleared  up, 
because  if  there  are  criminal  acts  by  these  officers  in  connection  with 
their  operation  of  a  home  health  agency,  it  is  very  difficult  to  separate 
the  two,  especially  when  these  officers  are  still  functioning  while  they 
are  under  indictment. 

It  is  true,  they  have  not  been  convicted,  but  it  would  seem  to  be 
reasonable  to  be  a  little  more  cautious  when  you  are  sayuig  there  is 
reasonable  ground  to  believe  that  some  guy  has  stolen  your  money  and 
that  you  then  continue  to  deal  with  hun.  I  think  this  is  a  situation 
that  needs  to  be  addressed  by  Congress. 

Pretty  obviously  there  ought  to  be  two  things.  There  ought  to  be  a 
bond  requirement  for  home  health  agencies  with  regard  to  their 
creditors  and  their  employees  and  especially  their  employees,  and 
there  undoubtedly  should  be  some  periodic  requirement  that  the 
supplier  make  to  the  intermediary  showing  their  suppliers  and  em- 
ployees have  been  paid  much  in  the  same  way  that  builders  are  re- 
quired to  furnish  affidavits  indicating  their  subs  have  been  paid. 

The  reason  for  this  is  the  Government  sets  up  the  pajring  of  the 
costs  and  they  have  no  assurance  the  whole  thing  will  collapse.  If  the 
the  employers  and  suppliers  are  paid,  there  will  not  be  a  collapse  and 
it  is  a  hambone  way  of  doing  business  and  particularly  having  the 
Government  do  business  at  this  magnitude. 

There  should  be  some  additional  responsibility  on  the  part  of  an 
intermediary.  Pretty  clearly  the  intermediary  can  deal  in  the  way  that 
it  deals  and  just  simply  say  that  the  explanation  or  every  error  that 
is  made  is  that  HEW  has  not  given  them  adequate  explanation. 

As  to  magnitude  of  the  overall  problem,  a  leader  in  the  health 
delivery  services  industry  in  Florida  has  told  me  that  he  estimates 
that  the  overpayment  in  Florida  is  going  to  amount  somewhere  be- 
tween $20  and  $25  million,  and  not  the  $600,000  that  it  deals  with  to 
Alaris,  that  the  $600,000  in  Alaris  is  just  the  beginning. 

I  think  that  this  statement  is  consistent  with  the  findings,  because 
in  the  immediate  area  of  my  district  there  have  only  been  two  investi- 
gations that  I  know  about.  One  is  Alaris  and  the  other  is  Gulf  Coast. 

There  is  no  question  about  the  $600,000  payment  to  Alaris  and 
Gulf  Coast  is  under  indictment.  If  this  is  consistent  with  the  State  of 
Florida,  which  is  the  finest  State  in  the  Nation,  the  rest  of  you  must 
be  in  bad  shape.  The  problem  is  indicated  by  this  narrow  investigation 
which  would  suggest  Congress  had  better  get  on  its  horse. 

Mr.  RosTENKowsKi.  Mr.  Vanik. 

Mr.  Vanik.  Thank  you  very  much.  You  have  made  a  very  fine 
contribution.  We  will  have  to  review  it  and  check  into  the  recom- 
mendations you  have  made. 

I  certainly  appreciate  your  takmg  the  time. 

Mr.  KosTENKOwsKi.  Thank  you,  Mr.  Kelly.  We  know  how  hard 
you  have  been  working  at  this,  and  we  certainly  feel  you  have  made  a 
tremendous  contribution.  We  are  going  to  work  jointly,  Mr.  Vanik 
and  I,  in  this  area,  and  I  hope  we  can  resolve  some  of  the  problems  you 
brought  to  our  attention. 

Mr.  Vanik.  I  was  going  to  suggest  this.  You  had  a  field  hearing  out 
there.  Mr.  Rostenkowski  and  I  would  like  to  see  any  statement  you 
have  there  and  get  some  of  the  case  histories. 
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Mr.  Kelly.  This  hearing  was  had  just  last  Friday.  This  is  the  reason 
I  don't  have  anything  in  written  form  at  the  moment. 

Mr.  Vanik.  If  you  can  give  us  a  transcript  or  some  idea  of  what 
went  on,  it  would  be  helpful. 

Mr.  Kelly.  We  have  a  tape  that  is  available,  but  I  don't  know 
that  we  will  be  able  to  get  a  transcript  from  it. 

Mr.  Vanik.  I  am  very  concerned  by  Mr.  Markin's  report  and  by 
the  response  from  the  Social  Security  Administration.  Of  course, 
there  are  many  wonderful,  dedicated  people  in  the  voluntary  nursing 
associations  and  in  many  of  these  other  groups.  But  once  again  it 
appears  that  a  program  enacted  by  the  Congress  to  help  the  ill  and 
the  elderly  is  being  seized  upon  and  abused  by  a  significant  number  of 
manipulators.  And  once  again,  HEW  appears  to  have  been  too  slow 
moving  to  deal  with  the  danger  to  prevent  the  profiteering,  and  to 
weed  out  the  unscrupulous. 

There  are  a  number  of  issues  which  stand  out  as  a  result  of  today's 
hearing. 

First  is  the  inabilit}^  of  HEW  to  promulgate  necessary  regulations, 
guidelines,  and  cost  controls.  Once  again  we  have  seen  a  failure  of 
HEW  to  obtain  timely,  independent  audits,  to  recover  funds,  and  to 
investigate  frauds. 

This  is  the  fourth  medicare  program  affected  by  the  1972  Social 
Security  Amendments  that  the  Oversight  Subcommittee  has  studied 
in  the  past  year  in  which  there  were  major  failures  in  policy  and  in 
cost  control  because  of  the  inability  of  the  Social  Security  Adminis- 
tration to  issue  regulations.  It  is  almost  exactly  4  years  since  the  pas- 
sage of  the  1972  amendments,  yet  Social  Security  is  still  wallowing 
about  in  uncertainty  and  confusion. 

I  think  that  we  should  make  an  indepth  study  of  the  regulation 
decisionmaking  policy  within  Social  Security  and  HEW.  To  what 
extent  are  the  long  delays  due  to  the  way  responsibility  for  regulations 
and  policy  is  divided  between  SSA  and  other  parts  of  HEW?  Is  it  a 
matter  of  too  many  bases  to  touch,  too  many  clearances  to  obtain,  et 
cetera?  I  believe  we  need  to  look  very  closely  into  this.  If  it  has  taken 
Social  Security  this  long  to  deal  with  the  1972  amendments,  I  question 
their  ability  under  their  present  organization  to  deal  with  an}^  large 
future  program. 

Second,  once  again  there  are  indications  that  the  Department's 
program  integrity  effort  is  a  paper  tiger.  It  is  understaffed  and  out- 
gunned. As  you  know,  I  have  supported  the  creation  of  an  Insj^ector 
General  within  HEW  with  strong  powers  to  investigate  the  types  of 
abuses  which  come  to  light  almost  daily  in  the  medicare/medicaid 
programs. 

Inspector  General  provisions  are  pending  before  both  our  committee 
and  the  Senate  Finance  Committee.  In  addition,  the  House  Govern- 
ment Operations  Committee  is  moving  such  a  bill  to  the  floor,  pos- 
sibly as  early  as  next  week.  I  do  not  care  which  committee  originates 
the  bill.  I  think  we  need  to  do  something  as  soon  as  possible  to  get  an 
Inspector  General  program  underway  and  to  ehminate  the  present 
ineffectual  monitoring  of  medicare/medicaid  activities. 

Third,  and  this  also  involves  the  full  committee's  jurisdiction  over 
tax  matters,  I  am  deeply  concerned  about  the  use  of  tax-exempt, 
nonprofit  organizations  in  the  health  field.  As  the  prospectus  for  one 
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home  health  care  franchising  operation  reveals,  nonprofit  is  viewed  as 
simply  ''nonloss."  No  matter  how  inefficient  or  costly  the  services 
provided,  medicare  will  pay  the  costs — even  if  those  costs  involve 
junketing,  fancy  automobiles,  hefty  pensions,  and  fat  salaries  for 
members  of  the  family. 

I  think,  as  a  tax  committee,  we  need  to  examine  the  rationale  of  this 
nonprofit  phenomena.  Since  HEW  has  consistently  failed  to  monitor 
these  health  providers,  perhaps  the  nonprofit  tax-exempt  status 
simply  insulates  these  organizations  from  the  monitoring  and  compe- 
tition of  the  open  marketplace.  The  label  of  being  a  nonprofit  organi- 
zation conveys  an  image  of  public  service  to  the  community.  Yet  we 
have  seen  today  that  all  too  many  of  the  new  organizations  are  only 
out  to  make  a  big  buck  fast. 

I  would  suggest  that  at  one  of  our  next  meetings  that  we  hear  from 
the  IRS  concerning  what  they  do  to  qualify  and  monitor  these  highly 
profitable  nonprofit  organizations. 

I  would  just  like  to  sslj,  Mr.  Chairman,  I  hope  we  are  going  to  have 
additional  hearings  on  what  appear  to  be  numerous  problems  in  home 
health  agencies  and  another  hearing  is  scheduled  by  the  Oversight 
Subcommittee,  which  is  tentatively  set  for  September  28. 

I  want  to  thank  you,  Mr.  Chairman,  for  this  opportunity  to  partici- 
pate in  a  joint  review  of  the  problems  of  the  home  health  agencies. 

Mr.  RosTENKOwsKi.  I  want  to  thank  you,  Mr.  Vanik,  for  your 
contributions  in  this  area  and  express  my  gratitude  to  you  for  those 
of  you  who  participated  in  this  hearing.  I  am  sure  the  testimony  will 
be  directed  and  we  will  work  toward  improving  the  home  health 
services. 

This  concludes  this  hearing. 

[Whereupon,  at  12:15  p.m.,  the  joint  subcommittee  hearing  was 
adjourned.] 

[The  following  material  was  submitted  for  the  record:] 

Statement  of  Hon.  William  S.  Cohen,  a  Representative  in  Congress  From 

THE  State  of  Maine 

HOME  HEALTH  CARE  STANDARDS 

Mr.  Chairman:  I  commend  the  Health  and  Oversight  Subcommittees  of  the 
House  Ways  and  Means  Committee  for  your  initiative  in  gathering  information 
that  will  enable  the  Congress  to  more  effectively  evaluate  legislative  proposals  for 
changes  in  and  expansion  of  current  home  health  benefits.  As  a  sponsor  of  one  of 
these  proposals,  I  appreciate  the  opportunity  to  present  a  statement  on  behalf  of 
my  legislation — a  bill  which  I  hope  will  help  resolve  some  of  the  concerns  over  the 
way  home  health  care  can  best  be  used  by  participants  in  Government  programs. 

Few  would  now  dispute  the  necessity  or  the  desirability  of  home  health  services. 
However,  Congress  and  the  administration  have  been  reluctant  to  make  these 
services  available  without  assurance  that  the  public  dollars  needed  to  support  such 
care  would  be  well-spent.  My  bill,  unlike  other  home  health  legislation,  addresses 
this  problem  from  a  comprehensive  and  positive  approach — one  that  sets  standards 
for  quality  care  before  these  services  are  liberalized  and  the  Government  is  forced 
to  intervene  in  the  crisis  situations  characterized  by  recent  instances  of  fraud  and 
abuse  within  the  nursing  home  industry  and  other  Federal  health  care  programs. 

The  need  for  this  legislation  is  best  illustrated  by  reviewing  the  home  health 
market  as  it  now  exists.  Home  health  care,  as  an  alternative  to  institutional  care, 
is  necessary  if  we  are  to  provide  for  the  full  range  of  the  elderly's  health  care  needs. 
With  the  dramatic  rise  in  medical  care  prices  over  the  last  few  years,  alternative 
mechanisms  of  health  care  delivery  have  been  investigated.  GAO  recently  com- 
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pleted  a  review  of  20  studies  dealing  with  the  cost  of  home  care.  Nineteen  of  those 
studies  presented  data  which  supports  the  proposition  that  home  health  care  is  less 
expensive  for  lower  levels  of  impairment  than  institutionalization. 

The  cost  of  this  unnecessary  care  for  our  elderly  citizens  is  not  only  enormous  in 
dollars  and  cents,  but  it  is  even  more  devastating  to  the  dignity  and  mental  well- 
being  of  the  patients  themselves.  As  a  member  of  the  House  Select  Committee;  on 
Aging,  I  have  participated  in  hearings  where  elderly  citizens  have  made  it  quite 
clear  that  they  would  prefer  to  remain  in  their  own  homes.  Yet  studies  by  experts 
indicate  that  between  15  percent  and  40  percent  of  the  nation's  one  million  nursing 
home  patients  remain  institutionalized  because  of  the  lack  of  alternative  forms  of 
care.  In  addition,  one  out  of  6  older  Americans  who  are  not  in  institutions  need 
direct  social  and  health  services  to  manage  their  own  affairs  within  their  own  homes 
and  communities.  In  short,  the  provision  of  medical/social  services  designed  to 
help  elderly  patients  remain  independent  in  their  own  homes  fulfills  the  urgent 
wishes  of  older  people  themselves  and  is  less  expensive  than  nursing  home  care. 

Despite  the  vast  evidence  of  need,  however,  current  poUcies  have  restricted  the 
-availability  of  Federal  home  health  benefits.  For  example,  individuals  who  are 
otherwise  eligible  for  federal  health  care  assistance  qualify  for  these  services  only  if 
they  have  been  hospitalized  prior  to  receiving  the  benefits  and  only  if  they  still 
require  acute  care.  In  any  event,  the  patient  is  limited  to  just  100  such  home  visits. 
These  barriers  encourage  the  overuse  of  institutional  care.  In  addition,  many  pro- 
viders of  home  health  services  have  been  arbitrarily  prevented  from  even  partici- 
pating in  federal  home  health  programs  on  the  basis  of  provider  sponsorship 
rather  than  the  quality  of  service  they  offer.  Clearly,  present  controls  are  mis- 
directed both  in  terms  of  patient  need  and  suitable  care.  No  wonder  home  health 
€are  accounts  for  less  than  1  percent  of  federal  long-term  care  expenditures. 

In  order  to  assure  access  to  home  health  care,  it  is  necessary  to  provide  appro- 
priate incentives  to  encourage  its  growth  and  development.  As  I  have  indicated, 
there  are  at  present  many  bills  pending  which  would  remove  the  present  restric- 
tions on  the  availability  of  home  health  benefits.  Likewise,  HEW^  has  issued 
regulations  freeing  up  some  home  health  services  under  the  medicaid  program. 
Nevertheless,  greater  stimulation  of  the  home  health  industry  will  not  necessarily 
provide  better  care  if  we  fail  at  the  same  time  to  provide  a  standard  to  identify 
agencies  with  programs  that  warrant  public  and  professional  confidence  and  to 
encourage  those  agencies  to  go  beyond  the  basic  standards  to  higher  levels  of 
excellence. 

My  bill  accomplishes  this  task  by  creating  a  special  commission  on  quality 
assurance  and  utilization  control  in  home  health  care  composed  of  individuals 
familiar  with  home  health  programs,  both  as  providers  and  consumers;  individuals 
famiUar  with  the  processes  of  accreditation;  and  state  and  federal  representatives. 
In  addition,  the  commission  would  have  the  availability  of  whatever  other  export 
testimony  deemed  necessary  to  insure  that  all  interested  parties  are  represented. 
The  commission  would  have  one  year  to  conduct  a  full  study  of  the  present 
issues  relating  to  quality  care  including  training  requirement  of  providers,  methods 
of  peer  review,  establishment  of  patient  ombudsmen,  proficiency  testing  of 
providers,  the  need  for  on-site  review  or  certificates  of  need,  eligibility  require- 
ments for  recipients.  Federal  and  State  roles  'as  a  part  of  the  broader  home  health 
care  delivery  system,  the  scope  of  benefits,  and  enforcement.  Similar  commissions 
have  worked  in  the  past  such  as  the  bioethical  commission  on  human  sulDjects, 
the  National  Fire  Protection  Association,  and  the  Federal  Panel  on  Early  Child- 
hood. The  legislation  further  provides  a  procedure  whereby  the  recommendations 
of  the  commission  will  speedily  come  into  force  unless  they  are  disapproved  by 
either  house  of  Congress. 

This  legislation,  as  a  forerunner  to  the  sorely  needed  legislation  to  expand 
these  necessary  services,  is  an  essential  step  in  the  evolution  of  a  more  uniform, 
coordinated,  and  rational  approach  to  the  Federal  financing  of  home  herilth  care. 
If  the  government  uses  tax  funds  to  encourage  a  system  of  home  health  care,  it 
clearly  has  the  responsibility  to  provide  adequate  regulation  of  the  dehvcry 
system  according  to  a  set  of  stated,  enforceable  standards.  ,  -n   n  n 

At  this  point,  I  am  inserting  a  section-by-section  anah'sis  of  my  bill,  U.K. 
15257,  prepared  by  the  Congressional  Research  Service  for  the  benefit  of  tlie 
subcommittee.  ^„    .  ^ 

Section  i.— This  section  would  amend  the  Medicare  program  (Title  IS  of  the 
Social  Security  Act),  the  Medicaid  program  (Title  19  of  the  Social  Security  Act), 
and  the  program  of  Grants  to  States  for  Social  Services  (Title  20  of  the  Social 
Security  Act)  to  make  aU  home  health  agencies  participating  under  these  programs 
and  all  home  health  services  provided  under  these  programs  subject  to  any  new 
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and  additional  regulations  issued  by  the  Secretary  of  Health,  Education,  and 
Welfare  which  result  from  the  plan  and  recommendations  of  the  Commission  on 
Quality  Assurance  and  Utilization  Control  in  Home  Health  Care  established  by 
H.R.  15257. 

Section  2(a). — This  section  amends  Part  C  of  Title  18  of  the  Social  Security 
Act  by  adding  a  new  section  1880,  entitled  "Special  Commission  on  Quality 
Assurance  and  Utilization  Control  in  Home  Health  Care." 

Section  2 {a) — new  subsection  1880 {a). — This  subsection  established  a  new  com- 
mission which  is  to  be  known  as  the  "Special  Commission  on  Quality  Assurance 
and  Utilization  Control  in  Home  Health  Care,  under  the  Medicare  program. 

Section  2(a) — new  subsection  1880(b). — This  subsection  sets  forth  the  member- 
ship of  the  Commission.  The  Commission  is  to  consist  of  17  members  appointed 
by  the  Secretary  of  Health,  Education,  and  Welfare.  Five  members  are  to  be 
representatives  of  professional  groups  with  expertise  in  accreditation ;  while  three 
must  be  recipients  of  benefits  under  Title  18,  19,  or  20  of  the  Social  Security  Act. 
The  remaining  nine  must  include  a  representative  of  the  Federal  Council  on  Aging, 
a  physician  with  home  health  care  experience,  a  third-party  payor  participating 
in  the  Medicare  program,  a  nurse  practitioner  with  home  health  care  experience, 
a  homemaker-home  health  aide,  a  physical  therapist  with  home  health  care 
experience,  a  representative  of  a  State  survey  agency,  a  nutritionist,  and  a  social 
worker  with  experience  in  home  health  care.  One  member  of  the  Commission  will 
be  designated  as  chairman  by  the  Secretary  of  Health,  Education,  and  Welfare 
with  the  advice  and  consent  of  the  Senate. 

This  subsection  also  sets  forth  procedural  rules  for  the  Commission  and  pro- 
vides for  compensation  and  travel  expenses  for  Commission  members. 

Section  2(a) — new  subsection  1880(c). — This  subsection  sets  forth  the  functions 
and  duties  of  the  Commission.  The  Commission  is  required  to  study,  investigate 
and  review  home  health  care  and  services  provided  in  the  United  States  by  those 
home  health  agencies  qualified  to  participate  in  the  programs  authorized  under 
Title  18,  19,  or  20  of  the  Social  Security  Act,  as  well  as  those  home  health  agencies 
not  qualified  to  participate  in  these  programs.  The  Commission's  study,  investiga- 
tion, and  review  is  to  determine: 

(A)  the  need  for  additional  quaUty  assurance  and  utilization  control  for  home 
health  care  and  services,  and 

(B)  the  manner  in  which  current  standards,  conditions,  and  requirements  of 
home  health  care  programs  under  Titles  18,  19,  and  20  of  the  Social  Security  Act 
should  be  modified  in  order  to  provide  such  additional  quality  assurance  and 
control,  including  (but  not  limited  to)  those  standards,  conditions  and  require- 
ments for  (i)  training  home  health  providers,  (ii)  methods  of  peer  review,  (iii) 
methods  of  utilization  control,  (iv)  methods  for  evaluation  of  care  by  recipients, 
(v)  proficiency  testing  of  home  health  providers,  (vi)  on-site  review  of  home  health 
agencies,  (vii)  certificates  of  need,  (viii)  Federal  and  State  arrangements  regarding 
certification,  licensure,  and  enforcement,  (ix)  recipient  eligibility  requirements, 
and  (x)  scope  of  benefits. 

This  subsection  also  requires  the  Commission  to  develop  a  detailed  plan  for 
home  health  care  quality  assurance  and  utilization  control  based  on  the  results  of 
its  study,  investigation,  and  review. 

Section  2(a) — new  subsection  1880(d). — This  subsection  requires  the  Commis- 
sion to  submit  a  report  to  the  Secretary  of  Health,  Education,  and  W^elfare  and  the 
Congress  within  one  year  after  the  majority  of  the  members  of  the  Commission  are 
appointed.  The  report  is  to  contain  the  plan  developed  by  the  Commission  under 
subsection  1880(c),  as  well  as  any  related  recommendations  the  Commission  might 
have.  The  plan  must  incorporate  the  modifications  to  be  made  with  respect  to 
current  home  health  care  standards,  conditions,  and  requirements  under  Titles 
18,  19,  and  20  of  the  Social  Security  Act,  and  cannot  include  any  limitation  based 
on  sponsorship. 

This  subsection  also  requires  the  Secretary  of  Health,  Education,  and  Welfare^ 
within  90  days  after  he  has  received  the  Commission's  plan,  to: 

(A)  issue  regulations,  as  may  be  necessary,  implementing  the  Commission's 
plan  and  carrying  out  the  Commission's  recommendations,  as  long  as  the  plan 
and  recommendations  are  not  in  conflict  with  existing  law,  and 

(B)  submit  to  the  appropriate  Congressional  Committees  any  of  the  Commis- 
sion's recommendations  which  would  require  changes  in  existing  law. 

Any  such  regulations  issued  must  be  submitted  to  Congress  on  the  day  they 
are  issued.  Such  regulations  will  take  effect  90  days  from  that  day,  unless  the 
House  of  Representatives  or  the  Senate  states  objection. 
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This  subsection  also  specifies  that  any  regulations  issued  by  the  Secretary  under 
subsection  1880(d)  will  apply  to  Titles  18,  19,  and  20  of  the  Social  Security  Act 
and  will  supercede  any  existing  inconsistent  regulations  on  home  health  care 
services  and  agencies.  Once  such  regulations  are  in  effect,  all  agencies,  organiza- 
tions, and  persons  qualifying  under  the  regulations  as  home  health  agencies  will 
be  considered  providers  of  services  under  Titles  18,  19,  and  20  of  the  Social  Se- 
curity Act  and  will  be  eligible  for  reimbursement  under  the  Medicare  program 
the  Medicaid  program  and  the  program  of  Grants  to  States  for  Social  Services. 

This  subsection  also  specifies  that  any  regulations  issued  under  subsection 
1880(d)  will  not  take  effect  if  either  the  House  of  Representatives  or  Senate 
passes  a  resolution  objecting  to  such  regulations  within  90  days  after  they  are 
issued.  Revised  regulations  issued  by  the  Secretary  must  take  into  account  the 
objections  of  the  House  of  Representatives  or  the  Senate  and  may,  therefore, 
disagree  with  the  Commission's  plan  and  recommendations  previously  submitted'. 

Section  2{a) — new  subsection  1880(e). — This  subsection  requires  the  Secretary 
of  Health,  Education,  and  Welfare  to  furnish  the  Commission  with  an  executive 
secretary  and  with  secretarial,  clerical,  and  consultant  services  as  necessary  for 
the  Commission  to  carry  out  its  duties  and  functions. 

This  subsection  also  authorizes  the  detail  of  Federal  personnel  to  the  Commis- 
sion to  assist  the  Commission  in  carrying  out  its  duties.  The  Secretary  of  Health, 
Education,  and  Welfare  is  required  to  approve  any  Commission  request  for  such 
personnel. 

Section  2(a)— new  subsection  1880(f).— This  section  authorizes  the  Commission 
and  its  individual  members,  to  hold  hearings,  take  testimony,  and  receive 
evidence. 

This  subsection  also  authorizes  the  Commission  to  secure  information,  in  con- 
nection with  its  duties  and  functions,  from  departments  and  agencies  of  the  United 
States  and  requires  heads  of  such  departments  and  agencies  to  furnish  the  Com- 
mission with  such  information. 

This  subsection  also  requires  the  Administrator  of  General  Services  to  provide 
the  Commission  with  support  services  on  a  reimbursable  basis. 

Section  2(a) — 7iew  subsection  1880(g). — This  subsection  specifies  that  the  Com- 
mission will  cease  to  exist  on  the  date  that  regulations  issued  under  subsection 
1880(d)  go  into  effect. 

Section  2(a) — new  subsection  1880(h) . — This  section  authorizes  to  be  appropriated 
such  sums  as  may  be  necessary  to  carry  out  the  purposes  of  new  section  1880  of 
the  Social  Security  Act. 


Central  Arizona  Health  Systems  Agency, 

Phoenix,  Ariz.,  September  8,  1976. 

Hon.  Daniel  Rostenkowski, 
U.S.  House  of  Representatives, 
Washington,  D.C. 

Dear  Sir:  Have  just  received  information  that  the  Ways  and  Means  Health 
and  Oversight  Committees  will  be  holding  hearings  on  reimbursement  poHcies  for 
Home  Health  Services  beginning  on  September  13,  1976. 

The  purpose  of  this  communication  is  to  advise  that  it  is  the  view  of  this  Agency 
that  Federal  financial  reimbursement  mechanisms  need  to  be  modified  so  as  to 
enhance  the  opportunities  for  Americans  to  utiUze  Home  Health  Services.  This 
Agency  has  completed  a  very  intensive  and  comprehensive  study  of  Home  Health 
Services  throughout  this  Region  during  the  past  year.  The  study,  among  other 
things,  repeatedly  underscored  the  fact  that  the  pubHc  is  being  denied  accessibihty 
to  Home  Health  Services,  an  efficient  and  effective  component  of  the  health  care 
system,  by  virtue  of  the  federally  imposed  reimbursement  formulae  which  require 
the  utihzation  of  institutional  based  health  care  services  as  the  primary  option. 

Organized  Home  Health  Care  activities  have  existed  in  this  nation  for  at  least 
50  years,  but  they  have  never  been  capable  of  attaining  their  fuU  potential  because 
the  sources  which  influence  payment  mechanisms  have  continually  sought  to 
maintain  the  most  costly  elements  of  the  health  system. 

We  recognize,  of  course,  that  Home  Health  is  not  necessarily  the  component 
most  competent  to  fill  the  needs  of  every  individual.  Nevertheless,  study  after 
study  in  this  community,  and  across  the  nation,  continually  affirm  that  that 
component  has  been  attenuated  in  its  potential  by  the  construct  of  the  present 
reimbursement  system.  Many  Americans  are  being  denied  effective,  efficient, 
humane  and  less  costly  health  care  services  by  virtue  of  the  Federal  posture  on 
this  matter. 
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We  urge  that  the  Congress  open  the  door  for  additional  options  to  citizens 
needing  health  care  services  by  enabhng  Home  Health  Care  organizations, 
meeting  specified  standards,  to  receive  sufficient  and  appropriate  financial  payment 
for  services  rendered  on  behalf  of  the  citizens  requiring  such  care. 

If  you  need  additional  backup  material  on  this  statement,  please  advise. 
Sincerely  yours, 

Milton  Gan,  Executive  Director. 


Deforest,  Wis.,  September  8,  1976. 
Committee  on  Ways  and  Means,  U.S.  House  of  Representatives,  Longtvorth 
House  Office  Building,  Washington,  D.C. 

Dear  Sirs:  This  letter  is  in  response  to  the  notice  of  the  Committee  Hearings 
scheduled  for  September  13th  and  the  28th  on  Home  Health  Services. 

I  respectfully  ask  that  you  consider  full  Chiropractic  inclusion  in  any  changes 
or  expansion  of  the  Medicare  home  health  care  benefits. 

In  our  local  area,  and  in  many  other  areas  of  the  State,  Chiropractors  are  about 
the  only  ones  who  are  willing  to  make  a  house  call.  Another  point  is  our  type  of 
health  care  and  training  makes  us  unusually  qualified  to  take  care  of  certain  types 
of  these  cases. 

I  trust  that  the  National  Chiropractic  Organizations  will  submit  information 
relative  to  these  hearings. 

If  you  would  want  me  to  come  to  Washington  for  these  hearings  I  will  be  happy 
to  do  so.  If  you  have  any  questions,  please  feel  free  to  call  or  write  me  at  anytime 
and  I  will  do  my  best  to  supply  you  with  any  needed  information. 

I  am  enclosing  a  broad  outline  on  some  thoughts  I  have  concerning  Medicare, 
Medicaid  and  other  Government  Health  Program  abuses  and  the  possible  use  of 
Peer  Review  Committees  as  the  most  effective  way  of  monitoring  these  programs. 

1.  There  could  be  a  National  Peer  Review  Policy  and  Implementation  Commit- 
tee possibly  made  up  of  a  representative  from  each  of  the  following:  (1)  H.E.W., 
(2)  Bureau  of  Health  Insurance,  (3)  Senate,  (4)  House,  and  (5)  Social  Securitj^, 
and  the  Chairmen  of  the  National  Peer  Review  Committees  for  the  Medical  Doc- 
tors, the  Hospitals,  the  Chiropractors  and  the  Dentists,  as  outlined  in  the  foUomng 
pages. 

This  committee  would  be  responsible  to  see  that  all  Government  Health  Pro- 
grams are  ran  fairly  and  adequately  and  are  properly  utilized. 

Example 

To  see  that  cases  of  fraud  are  uncovered  and  to  insure  that  there  is  a  fine  and/or 
jail  sentence  and/or  temporary  suspension  of  license  or  temporary  denial  of  right 
to  handle  Government  Health  Program  patients  or  what  ever  is  fair  for  the  fraud 
involved.  Also  to  over  see  each  of  the  National  Peer  Review  Subcommittees.  For 
instance,  to  see  that  they  function  properly  and  do  not  allow  over  charging  or  over 
utilization  of  their  particular  professional  services. 

2.  There  could  be  a  National  Peer  Review  Committee  made  up  of  several  mem- 
bers of  each  of  the  professions  or  providers  of  health  care  under  Government  Pro- 
grams that  will  be  responsible  for  their  individual  professions. 

Example 

Medical  Doctors,  Osteopaths,  Chiropractors,  Hospitals,  Nurses,  Dentists, 
Laboratories,  etc.  Each  National  Committee  would  be  responsible  for  each  of  the 
State  Committees  in  their  profession  to  set  guidelines  and  maximum  charges 
etc. — nation  wide.  They  could  also  review  any  unusual  case  that  requires  a  review 
of  the  findings  of  any  State  Peer  Review  Committee. 

3.  A  separate  State  Peer  Review  Committee  for  each  of  the  providers  of  govern- 
ment sponsored  health  care  programs,  appointed  by  H.E.W.,  the  State  Governor 
or  the  State  Professional  Association.  It  is  the  State  Peer  Review  Committees 
responsibility  to  see  that  the  providers  they  represent  do  not  over  charge  or  over 
utilize  their  health  care.  The  State  Committee  would  also  report  any  cases  of 
over  charging,  over  utilization  or  suspected  fraud  to  the  proper  channel. 

4.  In  some  cases  a  District  or  County  Committee  might  be  necessary  when  there 
is  a  heavy  case  load. 
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I  feel  that  the  State  of  Wisconsin  Chiropractic  Peer  Review  Committee,  of 
which  I  am  the  Past  Chairman,  is  an  excellent  example  of  how  a  State  Peer  Review 
Committee  can  function. 

5.  To  make  this  type  of  plan  work  properly  an  investigative  and  enforcement 
division  will  have  to  be  organized  to  work  with  the  various  Peer  Review  Com- 
mittees, the  Bureau  of  National  Health  Insurance  and  H.E.W. 

Example 

The  investigative  division  could  monitor  all  Doctors  that  give  or  patients 
that  receive  higher  than  a  pre-set  amount  of  care  per  year  and  the  computer  could 
pick  this  out  for  a  closer  look — some  what  like  Federal  income  taxes  are  done. 

This  letter  was  drafted  with  a  minimum  of  time  and  it  is  a  broad  outline  of  what 
could  be  done  to  help  slow  down  the  fraud  in  Government  Health  Programs.  I  feel 
it  would  work.  It  is  my  personal  thoughts  and  has  not  yet  been  seen  by  or  approved 
by  any  State  or  National  Chiropractic  Association.  If  you  are  interested  I  would 
be  happy  to  work  this  out  in  greater  detail. 
Respectfullv  yours, 

Dr.  R.  Nelson  Bakke,  D.C. 
Member  of  Advisory  Panel  to  the  Subcommittee  on  Health. 
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